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Dite JOHN We FREY, having 
been recalled. 
Mine NOLAN: Li wonder, Mr. Chairman, if 


I may ask Dr. Frey in respect cf two matters. 


THE CHALTRAAN;: Yes. 
MR. NOLAN: The reason for so doing is 


because they arise quite properly from what Dr. Frey was 
saying yesterday and it seemed to me it is more approp- 
riate to bring them out as we go along, instead cf wait- 
ing until Dr. Frey has covered such a broad field. 

THH CHAIRMAN: Yes. 

Re NOLAN: Dro Frey, in respect of the 
differential between Acto and Three~Star, as I under- 
stand the situation, Acto cannot be raised in price under 
conditions as they exist in this Province now? 

That is the way it seems to me, that Acto is in a sense 
at rock bottom. 

Yes? 

That there is not any possibility of raising Acto to make 
things average out over the entire group of White products. 
So that then in order to narrow the differential between 
Acto and Three-Star, we have to do something with Three- 
Star? 

Yes. 

We have to lower it? 

Yese 

Well now, Dr. Frey, it would not do, I suggest to you, to 
take the price of Three+Star and bring it down too 


violently because of the effect that that would have not 
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only upon the company that is interested in fixing the 
price but on the competitors of that company? 

If it were brought down too violently I can see that 
the price might become a punitive price because it may 
not be possible for all competitors to go along on the 
very sharp decrease in the price of Acto. 

Is thet why you told us, Dr. Frey, that we should pro- 
ceed step by step, experimenting as we go? 

Yes. 

neduce it a half a cent and see what hapyens? 

Yes. 

Well whet will happen, Dr. Frey. what influences will 
be exerted on the situation, I mean you say it is ex- 
perimental now for the moment, will not the consumer 
have something to do, something to say as to whether or 
not this reduction is proper? 

Well the consumer responses will indicate whether it 
is reasonable or not. 

Yes, and that is why you say we should go slowly and ex 
periment a8 we go, tc see what the consumer preferences 
may be? 

Yes. I do not believe in making vinlent price changes on 
arything, either ur or down, because it cannot measure 
the effect closely enough. [I think all price movements 
have to be experimental. 

Yes? 

And I therefore have advocated whenever I have had any~ 
thing to do with a price change either up or down that 


the change be msde slowly, so that the effect can be 
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measured without creating sericus disarrangements. 

Q Yes. ~I follow that perfectly, Dr. Frey, and there is 
only one other smali matter that I wish to ask you 
about; there has been a good deal said here about the 
competition in Acto, it perhaps has been said, is it | | 
not a fact, Dr. Frey, that there is competition and 
real competition in the "Q" Brand itself? \\ 

A I feel that there is. 

Q, And how does that competition arise, is it not a ccon- 
petition as between the major companies, those selling 

hose products, endeavouring to get their share and a 
larger share of the total volume? 

A I feel that simply by reason of the fact that you have 
two companies selling the "Q" Product makes for compet- 
ition: there would not he competition if there was only 
one company but it only takes two people to make compet- 
ition. 

Q Yes, that is as between tne two big marketing companies 
you are speaking now? 

A Yes, as at presently organized I understand that Imperial 
and British American produce a regular structure gasoline 
and that there is a potential production anticipated in 
the near future from air» Wayland and that even although that 
competition does nut exist as a direct product now, even 
that is potential competition and must be considered be- 
cause its presence on the market will be very soon. 

Q Is there not another element of competition amongst the 

jobbers, Dr. Frey, in that they are selling at what we 


call a "close price", does not that bring pressure to 
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bear upon the tank waggon price? 

A The jobbers are in a position to move independently. 

Q, Yes? 

A Whether they are in as good a positiou as a company 
with a refinery back of it, it is somewhat in doubt I 
would say; to me the jobber is not in quite as good a 
position as a company that has a refinery also. . 

Q But he does exert some competitive influence, Dr. rrey?l| 


A Oh yes, I think that the competition is the sum total 
of actions of all of the people in the market. 

Q, And that is why you said that price reductions were the 
result of, I understood yuu, of all competitive forces 
being at work? 

A Yes. Competition is not only in price. There are many 
other things, all of which ultimately express themselves [| 
in price. : 

Q Yes, that is just what I was coming to; we are quite clear 
that there is very real competition for volume in ‘his 
Provinee, Dr. Frey, that is self-evident is it not? 

A That is very obvious. 

Q Ang L.waent to know if, in: your opinion, competition 
in volume as between all the competing fuctors in turn do exert an 
influence on price? 

A I think it does, that the, it is impossible to separate each 
element of the competition and say that that element alone is 
responsible for price... The price is the sum total of all the 
factors acting in the market.- As I made the statement in- 
itially, it not only is a matter of costs and gallonage and 


conditions and prejudices,;.there are a thousand things that 
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enter into that sum total, the effect of which is 
called Mbit hiaIp AS but they ultimately reflect in 
priges,. 
tine NOLAN: Thank you, and thank you, 
iire Chairman. 

Q uke FRAWLEY: Now, Dre Frey, that opens 
up something that we may as well discuss out now and re- 
ducesit to its shreds; you say, or. Frey, that there is- 
competition in "qQ"? 

fi Yese 

Q That competition you say primarily exists because over 
the Long swing the competition in acto, the direct com- 
petition in sActo, direct price competition in Acto is 
reflected in drainage from "Q" to Acto and then the 
company has to do something about the "Q" price? 

A There are two factors operating all the time in the matter 
of price and that is the competition within the product it- 
self and the inter-competition of the products with each 


other. 


(page 14,811 follows) 
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Q Now Dr. Frey are there not a great body of consumers 
of gesoline in this Province like in any other provines, 
that would no more purchese Acto gasoline to burn in 
their motor cars than they would buy aiesel fuel to burn 
in their motor Cars. Are there not a great body of con- 
sumers in thet cless? 

A I doubt whether it is a large body. There are consumers, 


definite price consumers, thst are not ecing to buy a 
better product than they can Limp elong on, 

® Take the matter of edvertising Dr. Frey. If you did not 
know, if you were not intimetely acquainted with Imperial 
Oil Company'ts operations I put it to you thet you would 
never know thet there wes such a gasoline as Acto gasoline 
being sold by the Imperial Oil Gcmoany. Having in mind 
its advertising. You never see the word Acto in the huge 


qaerter page or half page advertisements thet Mr. Halverscun 


puts Im the paper from time to’ time. That is ‘so Is 1t-not? 


A You mean 1 would not know -- 

Q Or any other newspaper reader in the whole country. 

A Ts thet the only way in which one learns about products. 

Q T want to discuss ell these things with ynu. That is une 
wey. 

A E do not know whether Imperial or B.A. advertise their 


thied structure of not. J woule say Tt Ts net common to 
advertise third structure. 

Q Ties ts the way Il am putting it. Ll put-it to ‘you 'thet they 
Sdvervise their third structure not at all, 

A It is very rare for e company to advertise third structure. 

2 It as no plece in newspeper or radio advertising end ea- 
vertising of ell sorts? 


A yes I should say. 


8) Imperial Oil has very very fine radio edvertising and it 
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is Three Ster, Three Ster, end Three Ster and nobody hears 
anvining at ell ‘about third structure gesoline. You would 

say thet is not unusual or abrnormel? 

No itis not Unusuel, 

t per ity tO you thet tie result is that there is a erécet 

body of ordinery citizens driving fairly new motor cars, 

the man who responds reesonably to the purchase of new cars, 
(neat-tiey Cenvlomean 0c be lerge or small and I put it to 

VOR ue ls 2 suveb ivisl portion of the consuming public, 

he 26°n0t" comeerned with Mr.;Halverson's third structure 
eescline et ali., He prebably will never: buy a gallon of it 
and just wants to buy Mr. Halverson's Three Star and Esso. 

Ves Guerre Ws a, farce, pody cl, new car owners that find that 
they must buy at least the equivalent of the regular structure. 
gasoline. | 
fT. put it to you that thet man, the men that is being talked 
about, thet Moan Mow A pet Po oe you thet In thie: Provyinee 
Wr. Anas wot at any time hed anybody fighting .to give him 

a better price in the merket, that he has consistently paid 
the seme price to Mr. Halverson and to Mr. Miller every day 

in the week for years, always the same price. I put thet 

tO yout 

Thet does not make my differense the fact that he peys the 
seme orice. Thet hes to, be. Mr. A cannot seli et. essentially 
@ different price to Wr. B. beceuse if A makes a higher price 
B tekes the or Lhe Converse: 

I know but perhaps I em not making myself clear. I say 

thet the price of Nevr-Nox anj Three ster, which ore the 

seme gasoline, thet the price of those two gasolines hes 
always been the sere. iwhen I go down town in the morning 
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cr go to the Imperial station and have the tank filled 
with Three Star and there can be nu question about it 

I pay the seme price. But if I am a third structure 
customer and I grant you there are some, that then that 
sort of fellow can say to himself, *Well I will go to 

Mr, Plotkins and get some third structure et price X, 

or will I go to the Imperial and get sume third structure 
at pricc Y or will I go to Mr. Mayland's company and get 
some third structure at price Z.% Not shopping hut I am 
talking about the posted price and he can get a variety 

cof prices in the third structure wherees the first ee 
man I mentioned to you just has the one single price on 
the oné day in regular gasoline. 

MR. NOLAN: Before Dr. Frey answers, 

may I remind you that the price cf sso and Three Star 

ha& come down since 1956 7¢. 

MR. FRAWLAY: Thet is not what I am telking 
ebout at all. 

MR. NOLAN: I know but the point I am 
trying to make is thet I suggest to. youu Dr. Frey is evid- 
ence of competition in this Q brand. 

MR. FRAWLEY: Well with respect it is evid- 
ence that we have an oil field forty miles south and the 
Imperial Oil Company reduces the price of. crude and then 
reflects that, being honest people, in the tank wagon price. 
That is all that means I put it to you. | 

MR. PLOTKINS: And before you answer thet, 
I would like to remind Mr. Frawley thet that third grade 
price is in the main uniform. You would not find any 
difference between our company and Pent ye You 


must lock tor en explanation for the absence of competition 


in the 9 brand elsewhsre. 
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MR, NOLAN: And further may I say that 
#oto’ Ts’ down S¢ sine¢ 1937. 

MR. FRAWLEY; Yor the same reesons which 
brings me tu exactly where I was three minutes ago. 

MR. HARVIE: And it is possibly not all due 
to the Turner Valley field. we have reason to believe from 
the evicence that only a portion of that 6 or 7¢ reduction 
is due tu having a local field. 

THE CHAIRMAN; Well there -seems te be a dif- 
ference of. opinion as to what the evidence is. So put your 
question @s a supposititious case, Mr. Frawley. 

MR. FRAWLEY: Can I have an answer from you, 
assuming thet whet [I am putting to you is the fact . 

nes 23 “they you Will finu thet the price, -berring Lack of 
adjustment frem day to day, that the price of regular struct- 
ure will De the same essentially at least as far as posting 
is concerned at all points. 

And there will be variations in the white gasoline? 

Not necessarily any more variations in the white gasoline 
than in the other as far as the posted prices are concerned. 
Both will tend to gravitate towards a common level. It does 
not make esny difference whether it is one product or the 
other. That does not mean however, that all gasoline ex- 
changes at the pusted price. wut the pested price will tend 
to a common level just as the price of wheat will be essent- 
jally common at any given moment or the price of beans or 
practically any other staple commodity. The fact of the 
metter is thet these gesolines, especially the first two, 
are steples and as staples they will all tend towards the 


seme price. 


Dr. Frey let me put to you whet the situation is in the 
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market in regular as against the Here Ae third structure 
and see if we can get some conclusions from them. Now 

just let me perhaps in passing allude to something in 

your answer, this statement you have repeated here two 

or three times thet all of the gasoline does not muve 

at the posted price. If ell the gasoline does not move 

at the posted price and nevertheless there is a posted 
price for thls, casual, motorist, does thet .in itsélf not 
seem to uemand some protection for this ordinary citizen 
thet just _pays whet he is asked, be it boots or gasoline. 

I am impressed with thet perhaps unduly. What do you 

think about it? 

Do you mean protection in the tank wagon price %r protection 
in the service station price? 

Noy. If there is something less than thse posted price at 
which the essoline is moving but it is just this odd person 
that hes to pey the posted price, then why does not the 
posted price come down to some place to where there is a 
benefit. iI am reasoning in circles I suppose and it seems 
so awfully difficult to know whet to do about it. But I 
would like to devise some ways and meens of seeing to it 
that this casual motorist is not just imposed upon every 
time he goes to e service station. 

Well is he imposed upon, that is the first question. I 
think thet is the one we will have to decide first, is 

he imposed upon end wherein does he need protection. As 

far as the tank wagon is concerned that is a question of 
whether you should protect the retailer is it not. 

Yes. 2 do not mesn in the tank wegon,. 

So you are primerily concerned with protection in the service 


station. 


In the service station yes. I wes going to discuss thet with 
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you. It is awfully difficult to keep this evidence 
inte compartments end I do want to get your views on 
retailing, margins and under cenopy practices separately. 
LivMigoatimecervevea purpose if+we. left, that, ,owhid chyefter, all 
Wes & digréssion,,énd let us go back -. come to théteorn 
avery short time & but go back to my question of the 

* reality or otherwise of competition in Q. Whet I was 
going to put to you was end to direct your attention to, 
thet the people who are engaged in the sale of 9, up 
antil the moment the Meyland plant goes on stream 
Pe ene event are lyporiel Oil-end British American. They 
are the primary merketers of Standard gasoline and they 
are ©erinecre., Lypue it to you thet they have. Tolilowed 
Sach ol her, not due to. eny collusion et all but because 
they see the market the same way I suppose, but they have 

- followed each other very closely and identically on the 
DOGted Drice of © and: 2thyl. ‘Then we have, the jobbers 
from each of these two people and I put it to you thet 
whet hes resulted is only what one might expect, mainly 
thei cney TOotiow Ghe price of their suppliers. ‘You .ceuld 
not expect the McColl Frontenac - it wouad not matter very 
much whether they did, it would rot make any difference 
in the tenk wagon price - but you would not exnect to find 
them devart from the Imperiel price. 

A IT imegin? it would meke e difference if McColl Frontenac 
J10 Something. if Mecoll Frontenec did not care to accept 
the price pecting of these other compenies it would make 
BOR Terence. 

Q You think it would. They only have two bulk stations in 
the Province one in #dmonton snd one in Calgery. 

A But thet is their part in the competitive picture so it 


would make e difference. 
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4) You would not expect thcm to do very much in the way of 
Cutting in the tank wagon on Q? 
A Wall I certainly would mot look for any of them to do 


very much other than sell at as good price es they can 
get under thse competition that exists ané thet all of 


them would sell sat essentislly the same prices. 


(Page 14,818 follows). 
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Q Yes, in other words we cannot expect the man who only 


has a spread of s0 many cents from refinery to tank car 
to do very much in the way of reductions in the prices, 
the pusted tank waggon prices? 

A He be DOG restrained from exercising economies which may 
make it possible for him to undersell somebody else. 

Q, But the marketing set-up of the jobber, in this condition, 
does not indicate today that there is much hope in that 
quarter for a reduction in the posted tank waggon prices 
on ON? 

A I would say that some jobbers in their operations certainly 
show no advantages ever the other companies. 

Q, Then we come back to the two people who have the spread 
from the refinery, right straight through, from cost to 
tank waggon and it seems to me that the only kind of mark- 
eter that we can look to for a reduction in tank waggon 
price, am I right about that, somebody, is somebody who is 
operating, who is operating fully through, like the 
British American and the Imperial, which are all the com- 
panies we have had in this Province up-to-date, we would 
have to look to them for the reduction in tank waggon 
prices on "Q", is that not right? 

A Well I do not know that every jcbber sells to the service 
stations at just exactly the same price; it seems to me 
that, for instance Nr. Plotkina is not necessarily going 
to sell at exactly the same price because he may not be 
dealirg in exactly the same type of distribution. 

Q Well he dves not, he has not any "Q"; he buys some "qQ" 
for his own service stations, as I understand it, but he 


is not in the "Q" market tc any extent? 
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het 28,) hey ise. not jobbing: "9". 

Oh, I do not think sc, he buys "QO" I think because he has 
to have a full line of products in the market? 

wR. PLOTKINS: We distribute "Q" and Ethyl 
throughout the Province, throughout our marketing tere 
ritory, to 250 points, so that we do exercise an in- 
fluence upon the price. 

wRe FEAWLET: Now on what spread? 

vik » PLOTEINS: On the spread that we have 
been able to obtain of 33 cents and that is disclosed by 
our statement. We have not been able to give our dealers 
the 100% 1 cent discount, that the other companies have 
granted their 100% dealers; in other words we had to get 
1 cent more than the other companies and of course we had 
Still volumes and the volume is still respectable under 
these conditions. 

WITNESS: 50; your .price)on UG" is 
really not the same price as the B. A's. for example? 

MRe PLOTKRINS: No, 1 cent higher. 

1 cent higher. 

MRe FRAWLEY : Let us just understand this, 
does the consumer of Lion Gold pay any different price 


than the consumer of Nevr-Nox. 


WIT NESS: tire Plotkins can answer 
that. 

waite FRAWLLY: i.re Plotkins. 

iuRe PLOTKINS: Our dealers buy at regular 


tank waggon; they cannot very well cut the price to the 


consumer. 


wRe FRAWLAY: Then let us speak about 
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realities, let us talk about whether there is any reaction 
in the pocket of the consumer from the fact that iir. 
Plotkins is selling some "\" all over the Province; now 
obviously from what he says that does not reach the pocket 
of the consumer yet, so let us assume now that we can safely 
reject ..r. Plotkins operating on a & cents spread from ever 
making any dent in the posted tank waggon prices of "Q", 

30 I suggest to you that we are back to the Imperial and 
the British American as being the only people that we can 
logically look to to cut the posted tank waggon price, and 
PeiGeoneonewrand Of thing L am talking about, on’ "@"; mow 
do you agree with this that they are about the only people? 


At the moment they are in a most strategic position. 


ee 
TS * 
aaa 


Because they operate from cost right through to tank wag- 
gon? 

Yes. 

And until a third manufacturer of "Q" in this Province comes 
into the market, the Gas and Oil Products, they will continue 
to be the only people to whom we can look? 


| 


The fact that another refinery is coming in definitely, | 
immediately means that that competition in . here? | 
Yes, well it is here now? 

Yes. 

Well I am putting it to you that yesterday was the very 
first manifestation of there being any, it was the first 


manifestation in tank waggon prices, that there was any 


competition in "Q@", am I right about that? 


NOs 


When was there ever before that, *us there any nanifest- 


ation in tank waggon prices of competition in "Q"? 
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A There have been, I think someone stated that there 
have been 7 cents reduction in "Q" over the last, how 
many years? 
wR. HALVIRSON: Since September, 1956. 

Q MiRs FRAWLEY: But I put it again to you 
that that was due to the fact that crude prices went 
down, down, down, from what they bought crude at in 
Montana anc Oklahoma and naturally that is reflected in 
the tank waggon price? 

A And naturally as a consequence of the acipe tition . 


Q Say that again? 

A And naturally as a consequence of the competition. 

Q If there had not been any competition in this Province 
at all, if the Imperial Oil was the only price making 
company on "Q" end Turner Valley came in and Imperial 
Oil engaged in this marketing program, the price of 
Grude would have put the tank waggon price down, that 
would have been reflected, as pertoct enehers people, 
surely they would have given to the consumer, as they 
always stressed they have done andJ&m not critical, I 


presume always have done. given to the consumer the 


benefit of the price cut, is that not se if they were all 
alone? 

A I do not see why they should if they did not have to. 

Q You do not mean to say. Dr. Frey, that the Imperial Oil’ 


Gompany if they had been the only marketers and refiners 
in this Province, and Turner Valley is discovered and 
Turner Valley crude had to go down and down, I mean on 
account of volume reasons, to push the market out and 


give a market to Turner Valley crude, that the Imperial 
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Oil Company would have absorbed, as refiners and marketers, 
those cuts and not reflected them in the tank waggon? 
If there was no competition I do not see why they should J/ 


{7} 
iid 
t 


I do not want to be facCtious again but that is the com- || 


| 


| q 
petitive system? | | 
' i} 

| | 


Yes. | 
MAJOR LIPSET?: Le it" your View, Dr.’ Frey, 
your considered view that, if the Imperial Oil Company had 
a complete monopoly, that they should, utterly regardless 
of the price they paid for crude, that they should extract 
the last cent per gallon from the public that they could, 
is that the view that you are expressing as proper conduct? 
I say that they cvuld. If they had a monopoly they could. || 
Now should they? \ 
Now that is another matter; "should" is another thing, 

and that is a matter of company policy; it depends on 

what your cloth is and what you are trying to cut from it. 
Is that your view that it is entirely & matter for the 
company whether they should in fact give any benefit to 

the public of all these reductions? 

We are talking about a hypothetical case which does not 
exist. Now then if you want me to assume that the 
Imperial is the only company in Alberta and that they 

have a monopoly, or that no other company exists in 

Alberta, and that it is a monopoly, quite obviously if 

they have a monopoly they are therefore free from com-~ 
petition and competitive forces do not act in that event; 
the only thing that protests the consumer at all and it 


is doubtful how far that protects him, is the question of 
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the company's policy towards how much they can cut out 
of the cloth which they have. 

And does that mean anything more than it depends on 

how muCh the public will stand for? 

Definitely, but we are not talking about a monopoly sit- 
uation; in the first place it would mean there is no 
United States to the South and there is. 

Wikre FRAWLiY: I know, but Dr. Frey, I 
only put that to you because every time we turn around 
we are reminded by this Imperial Oil of the 7 cent drop 
and I say,~-and I may be contradicted and shown to be 
wrong,-that I say in large part, I will not say 100%, 
but £ will say in lerge, large part, it has not been the 
Imperias Oil which was re:;ponsible at all but the pro- 
ducers in Turner Valley; I am not accusing; I am not 
being condemnatory at all; I am just trying to ascertain 
the facts? 

Well I cannot agree with your philosophy, lr. Frawley, 
because I have testified that the price of crude in 
Turner Valley is a competitive price and that the drop 
in the price of crude in Turner Valley is not just an 
arbitrary move, it is a response to a competitive sit- 
uation. 

I am accepting that. I am accepting that, but we are 
not understanding each other perhapse All I say is that 
the Imperial's refining and marketing department can take 
no credit, now that may not have been, I am not saying it 
igs 100%, I am saying that they can take only a little of 


the credit for the reductions of the 7 cents in the price, 
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that is what I am talking about? 
lune NOLAN: Now. iire Chairman, it must 
be made clear that the Peaacet one in the price of crude 
are not contemporaneous with the reductions made in the 
price of the refined products. 
14k e VALIPBe LL: the evidence given some 
years ago Dy mr. tieCloskey, and it is in the Kxhibit here 
filed, that when crude oil was reduced 20 cents a barrel, 
the gasoline price should reauce 1 cent per gallon. Now 
j 
taking the price of crude oil of 1946 and the price to- | 
aay it works out pretty close to the reductions which 
have been made sinuve that time, 
WITNESS: It is quite obvious---~-- 
iwAJOn LIPSETT: Can you give 7 the prices, 
Mr. Campbell? 
MA. FRAWLiY: It is in the booke iir. 
Campbell refers to the txhibit. it is the 1932 Parliament- 
ary Inquiry at Ottawa. 
MRe NOLAN: I have no doubt, tire Chair- 
man, when the price of crude ge %es down, it is reflected 
in the price of petroleum products but there are occasions 
when the price of petroleum products have come down when 
we -know there has been no change in the price of crude. 
Wa. FRAWLEY: And I am not saying you are 
not right. I am talking about proportions and I say. in 
large part, and I will not say 80, I will not say 85,nor 


Ly 


Will Lt say 90, but T will say a great part of the 7 cents 


‘which we have had thrown up to us so often, the credit is 


in fact with the crude producer in Turner Valley because 


of his taking less on account of competition down there, 
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I am accepting that, but I am concerned with the 
reflection in price of "Q" because of competition, be- 
cause of the presence uf somebody there as a threat, 
but the point I am trying so hard to make, and it is a 
complex thing and perhaps I am not making myself clear, 
I may nét be expressing myself very well,-iir. Mayland 
camé on the market some years ago with a product called 
Third-StPudé ure and just anybody passing on the street , 
you carn see the effect of that, down goes the Taperlen be 
price of third-structure, now that is one situation and 
that is what I call, in ny very limited understanding 
of this thing, “direct competition", the effect of 
direct competition. Now then going now to "gq", just 
turning our back on third-structure for the moment, 
going into "Q" and I put it to the companies,-that is 
not the point, I am questioning you now, I put it to 


you, Dr. Frey, that there has been nothing of that sort,|| 


\ 


nothing of thac sort; British American nas not come out 
and said "Nevr-Nox is going down tomorrow", nor has 
Imperial come out and said "\/e are meeting the drop of 
Nevr-Nox", there has been no fight on "Q" like there 

has been a fight in third-structure and I say that 
yesterday was the first manifestation of an acknowledge- 
ment of there being some need for 4 reduction in "qQ", 

"QO" separately, not just a whole downward revision in 

the prices of the posted tank waggon prices, but an ap- 
preciation of the fact that the people who were selling 
"Qa" needed to get peeahiiie better; they gave them e 


half e cent yesterday and that is the proposition I put 
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to you, and what do you think of it 7 

A In the first place I would not agree they made the re- 
duction in "Q" because they thought the people would 
get something better. 

Q TOU OD NOU eive them Gredit for that? 

A No, they made the reduction in "Q", if my theory is cor- 
rect, in order to prevent drainage. 

6} In ether eae to mect the competition [rom tacir own 


products, not to meet the competition from Mr. ililler's 
Nevr-Nox? 

A yrom B11 products. 

Q But I put it to you, they did not reduce the price of 
"Q" yesterday because one British American was threat- 
ening then with a reduction in their Nevr-Nox; of course 
thet 1s Sd, 15, it not? 

A Well nevertheless the British American was threatened by 
the Imperial the same day. 

Q No, but the Imperial as the price leader that makes the 
price changes, that makes the price changes-~-~- 

A The Imperial is not necessarily the price leader. There 
is nothing that prohibits the British .zmerican from doing 
the same thing if they want to- 

Q That is it and now why has not the British American, dur- 
ing all these years, reduced the price of "Q" just on 
their own’? 

A I do not know. 


Q No, you @> not know, so there has not been any competition? 


A I do not agree. 
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MR. HARVIE; | - The British American has 
reduced the price from time to time? 

I cannot agree with you, iir. Frawley, that there ig no 
competition, there is competition. ; 
Competition frcem the third-structure? 

There is competition as between "GQ". 

Please explain that to me and you will heve to do it 
a childlike way so that I can understand it? 


How many people does it take to make competition. 


How many people? 


Yes. 


I would say two? 

Are there two people here. 

168% r, 

Then there is competition. 

But it has never been reflected in the price. Now I 
come back to my third structure. Give me an example in 
the whole history of the selling "Q", comparable to the 
day the Gas and Oil Products went on the market with a 
low price third, which the Iiaperial met, now give me 
some example, I am putting it to you, to give it to me? 
I cannot, hire Frawley. 

You must excuse the shouting but you cannot do that? 
Noe 

LiR« PLOTICINS: hire Chairman, to help Mr. 


Frawley, I can probably help hin. 


Mite FRAWLEY: I am seeking for infor= 
meitione 
lite F LOTIGING: I put it to you this way, 


—— 


wre Frawley, that when iir- wayland came out with e third- 
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grade and reduced the price, there was a reason, he 
then had an absorption plant in operation that was 

able to make the component parts of the third-grade 

at a cost of around 2 cents as against the price of 

the refinery product of 6% or 7 cents; now as a result 
of that competitive situation he put on the market his 
third-grade at some luwer price and the Imperial of 
course had to recognize that position and meet it. Now 
no such condition exists in the marketing of "Q”. I 
Just put it to you, so you can now follow it? 

AS I understand your point of view, inr. PlotKins, you say 
that neither one of these two companies producing "qQ" 
enjoyed any particular technological advantage ower the 


Other .- 


bine PLOVILINS : “hat is correct, as existec 


at the time when Mr. sayland came into the market and gave 


the public the benefit of the reduced cost through his 


absorption plant? 

Well iur. Plotkins, carrying that further, as I understood 
you to state, you would say that the advantage of those 
two companies as to each other, so far as price reduction 
at the refinery is concerned, there had been an ultimate 
effect on those plants in terms of their throughput. 

PHaG), 48) 1G? 

I see. 

mAJOR LIPSETT: ive Plotkins, while you are 
there, did I understand you correctly in saying that you 
distributed "Q" and the ithyl that you bought, on a margin 


of 44 cents per gallon? 


ye WEE Wi) 3 <a 
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take PLOTKING: That is correct. 
wAJOKR LIPSETT: What I want to ask you, Dr. 


Frey, in connestion with that is, if Mr. Plotkins is 
doing that distribution on a basis of 35 cents per gal- 
lon, would you not expect that competition woulda compel 
the Imperial jobbers to distribute it on a 34 cent instead 
of a 6 or 7 cent, that they are apparently getting? 
wr. Plotkins was talking about the retail and not the 
wholesale distribution as E understood his evidence. 
wmAJOR LIPSETT: Oh no. 

Pitta er KT NS Nos Doctor, that is the 
marketing spread that I have below the tank waggon. 


WIT NESS: ~ Onom Seest. You have only 


i = 


cine 


a Ss cent spread. 
iiRe PLOT KINS: Yes, but I want to ada this 
to the Commissioner, that because of the fact of our 
cost figures, our cost figures show 35 cents, so there 
was no room for us to make any competition. All we can 


do is get what perple could sell our products upon our 


terms. 3 


WIT WESS: And the only way you could 


stay in business then is to make some money on something 


el se? 
ithe PLOTEINS: That is it. 
wmAJOn LIPSst?: . But the point thet I was 


asking you and trying to get your views on was the 
converse of that, if there is real competition, how is 


it possible fot Imperial jobbers to get a margin of 7 
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cents or 6 cents when it is only, when iir. Plotkins is 
operating on a 4g cent margin? 

A That may oe one of the reasons why the Imperial did what 
they did the other day. 

A, I do not know that that has reduced the jobber's margin 


in any way? 

A It has recuced the differential though. 

Q Re FRAWLEY: I wonder about that, Mr. 
Commissioner, it may be a good time to get it on the 
record about these jobber margins, what the companie. 
do? 

MAJOR LIPSHTT: I would like to follow 
this further, on the competition point. 
MR. FRAWLEY: ALL right, (fam Sorry. 

2 wWAJOR LIPSET?: The picture as I see it, 
Dre Frey is, that in this competitive market, as you 
pointed out, that ir. Plotkins' competition on jobbing 
this gasoline at 34 cents is not sufficicnt to prevent 
the other jobbers from getting 7, or even if they only 
got 6 cents, it would still be 6? 

A But wre Plotkins added howcver that he sold his products 
for a cent more, which makes him working on a 4% cent, 


is that right. 


Mite PLOTKINS: That is correct. 
WITNESS: Not 35 cents. 
Q THE CHAIRMAN; 44 cents as against 6 or 7? 


The fact that he is working on 4$ is the fact that he is 
in competition and it also follows that mr. Plotkins must 


be selling something else in which there is very definite 
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profit, , Otherwise he would not be able to make any 
profit at all. 

Q MAJOR LIPSETT: Of course they all are 
selling other things? 

A Yes. 


Q But I am looking at it solely from the point of view of 
the effect of competition; here you see a ease where you 
consider there is competition and yet in no way does it 
bring down the margin of other jobbers? 

A Oh, hut you are looking for its immediate effect. 

Q wAJIORy, LIPSETT: I tase it, how long ht¢ this 
been going on? i.r. Plotkins? 

MR. PLOTKINS: fwo ane a half years. 
Q wAJOK LIPSETT: is it not. about time, if 


this picture is correct, is it not about time that that 


pcesecieeet nea 


should be reflested? 

A You should ask tir. Iwiller, what he is trying to do to 
offset that. 
wATOik LIPSETT: well what is he doing? 
tine HAnRVIL: I will be very glad to put 


jure ijiller in the box at any time. 


hike FRAWLEY: DO- not be, so unkind te Dr. 
Preys 
ine HAnVIL: twoned preter to do that 


rether then neke a statement which I am prepared to do. 
pike 2D LL: As a matter of, fact, Mr. 
Frawley, on that perticular point I will deal with it 
right now. As i.r. Plotkins says he works on the 3% cent 
differential but it is beyond me to know why he has be= 


ceuse iire Plotkins has been able to buy from our company 


TA ee 
2 Ae 
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for quite a considerable period, if he-so0 wished to, at 
52 cents. y 

wRe PLOT KINS: | ' I was going to say that 
just before you got up. It was only a short time ago, 
two mionths or three ..onths, that I was enabled through 
the kindness of the British American Oil Company to get 

& better price and in view of the fact that we had signed 
an agreement with the Universal Oil Company to erect a 
cracking plant, we did not deen it advisable to disturb 


our price structure but we do work ona 43 cent spread 


below the posted tank waggon. We do not have 44. I 

think you misunderstood. We have 32% cents but because 

of the fact that there is a 1 cent discount to the 100% 
accounts and because of the fact that we cannot meet that, 
without a loss, we had to sell at the posted tank waggon 
irrespective of the fact whether they were 100% dealers or 
not; in fact our dealers are 100%, we do not deal with 

any other kind. and we had to sell them at the posted 

tank waggon, whereas they could have bought from some other 
company at 1 cent less. 

WITNLSS: You really gave them the 
split price. You gave them what the Imperial and the 
British American call the “split price". 

ite PLOTKING; No, we were unable to do 
that. The Imperial dealer buying 100% would get the 

tank waggon price less 1 cent but our dealer, I was never 
able to give anything but the tank waggon price. 

WIT NESS: That is the sane as the split 
dealer of these other companies. 


whe PLOTKINS: Yes, the sate as the split 
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dealer, that is right. 

MRe FRAWGY ; I do not know, Dr. Frey, 
you said & moment ago, what is the british American 
doing to meet the situation, aid you mean this thing of 
giving iir. Plotkins a more favourable margin under tank 
waggon? 

Iwas thinking that each one of these companies ks not 
regardless, is not moving along regardless of the 
activities of another type of distributor, that we can- 
not assume of the British American and the Imperial 
closing their eyes and ears to the cctivities of the 
others. | 

No, but Dr. Frey, getting back to the instance that 

we were speaking of, when the tiayland company put on a 
third-stzucture gasoline away down, then the Imperial 
and the British American had to meet it and ir. Bronsdon 
then I take it didn't worry about his profit and loss 
statements? 

He had to meet it. 

Of course he had to meet it and he didn't run to his 
profit and loss statement, as his question seemed to 
indicate a moment ago, but I put it to you, Mr. Bronsdon 
has never been forced to the position where he has had 
touwieet competition in. "9", he nas. hever been in a4 
position where he has had to go out and say "Nevr-Nox 

is going down 6 or 4 cents tomorrow"? 

Let us gc back to tip. Nayhand's situation, when did that 
occur. 

ft PRAWLEY: When Gid it occur, ir. 
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Hie PLOTKINS Adout three years ago I 
would think. 
Mie PRAWLEY?:. . Yes, longer than that, 
four years ago I would think, anyway three or four years 
ago? 

A Three or four years ago, can Mr. Meyland do it on we. VOOR: 

Q, WRe PLOTKINS: You mean with the "Q"? 

A No, with the regular, pardon me, I am mistaken in my 
terms, J meant third. 
Mk PLOT KUNS : Wo, because the Gonkervatdon 
program has made it practically impossible? 

A They have dried up that source. 

a) luke PLOTEKINS: Dried up that source of 
cheap products? 

Q THe CHALTRMAN; Let us see if we cannot 
shorten all this up. I have a difficulty in understanding 
Ohne thing. Dr. Frey, supposing there are two people in 
a business, the same business? 

& Yes. 

GQ That one would constitute competition, as I understand 


your evidence, but I can conceive of two people being in 
the same business without any fraudulent collusion of 

any kind, each saying to himself, it is not good business 
to reduce prices; secondly, the smaller of the two bus- 
iness men saying "I shall follow the lead of the other 
one, whether it be up or down". Wow would you say those 
two people are competing in the sense that the public can 
ever hope to get a lower price because of their carrying 


on business, twe concerns instead of one? 
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The first thing that occurs to me about that situation 
is that each one assumes that there is going to be no 
change in the relative position of the two marketers; 
that "We will observe the status quo; you have 75%, 
you are big, I am small, I have 25% but we are just 
going to take a relative position. I am going to be 
satisfied to go along on 25% and you take the 75% and 
theat~-ls ail. right with me", but if L.bdecome.ambitious 
and am not satisfied with 25 and want 27, then we im- 
mediately throw that out of balance. 

Now as to the second 
phase about following, unless I am ambitious to gain 
something as the smaller person, I am not going to put 
forth any price effort but if I have any ambition I am 
going to put forth something in the way of a price ef- 
fort and I am going to trim my sails just as olose to 
the wind as I cane I am going to cut my costs just as 
much as I can and I am going to make it just as tough 
for him ss Il can, so that the mere matter of there being, 
the mere matter of fact of there being two, depends en- 
tirely upon the ambition and the production which those 
two take and not in the incident of the mere fact that 


there are two- 
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pat 16° vo you thet up to the time the ambition of 
Pie ome keeds “him, in..order ta) eet busineées to lower 
hos price, as agesinst the’ price of the other, there is 
no price competition in fact elthough it is always 
potentially there? : 
It is potentielly there. It might not elweys express 
esctt in One particular set of prices.” lt might not 
be in any one of the prices in which competitors are 
dealing. That is to expect the price always to be reflect- 
ed in the ultimate price to the consummr «st the filling 
station for instance would-.not.be a fair test: because there 
are alWays--spreacs within the verious aonsumer or cexseller 
ranges. And those ssrrow-or wider cGepending upan conditions ~ 
of competition. They donot rur along’ perelie) all the vime. 
Now I just put this to. you because [ am perhaps coniused 
about it. There is a price leader end his product. reeches 
the consumer et 20¢ a gallon we will say and over @ period 
of years She one end only other person in the-seme business has 
a product of the same standard reaching the consumer at <O¢g 
per gallon; and when the leader changes to 1l8¢ per gallon 
the other one chenges to 18¢ and when the leader goes up 
to 23¢ the other goes up to 23¢; end thet experience lasted 
over a period of years. Would you say there wes price 
competition. Certsinly they ere trying to gst volume end 
each is trying to persuade the public thet he has € better 
product, one thet never knocks end for other reasons. The 
Other would have the public believe thet his is the better 
product. mt is the reality thet since no consumer can buy 
from the one or the other even at a fraction of a cent less 
thet there is price competition in that period of time? 
Yes Sir. 


There is price competition? 
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A here is price competition, 

MR. FRAWL sY: How is there price competition 
in that instance. P 

“A Well the question really is why is there not price compet- | 
ition then why is there. 

A) You are seying to the Chairman that there is pricé eonnety ie 
but you understand as a fact that you can go beck three or 
four years and you will find conditions have been the same, 
these products going into the market at exactly the same 
PrEce, chenging up or chenging down? 

A Whether it is two or whether it is twenty-seven it does 
ee mexs eny difference, 

Wes “CIAL RECAN : Not a bit? 

A And whether it is three years or twenty it is just the same. 
Levy us take the United States for exemple. You would not 
dispute the fact thet there is competition in the United 
States? 

MR, FRAWLEY: 1 would Glepuve at a2 4. Pound 
thet very situation thet the Chairman presented to you. 

A Then we will never see the seme thing the seme Wey. There ere 


twenty-seven compenies competing approximately and they 
stay within a close range, at one moment of time. They 
eennot be far apart. They are dealing with a staple prod- 
uct end how could there be any appreciable difference in 
their prices. Now they move up. whet, altogether? It does 
not follow thet all of them @<o up Like this but they do 
step up if merket conditions justify it. When they go down 
they go down like that, a series of steps. They are not 


identicel perheps at just this particular moment of time 


but they cannot be far apart. It is impossible. They are 
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what he can do something about with others. Now the fact 
that we did have seventeen companies in one area selling 

et exactly the same price’ does not to me spoil the fect 
that there is price competition. I know there is price 
competition because over a period of years the price has 
eone down Prom 27¢° to 'S¢%. 

But wherein lies the competition in this Province, accept- 
ing this to be the fact that Mr. Halverson has always made 
the orice on 2 gasoline over a lone period.!' 1 cen under= 
Sehena) thst. “But ot say look at the people who are selling 
@ end who are they. I see Mr. Halverson and Mr. Miller. 
Outside of Mr. Miller and Mr. Halverson there are only some 
associetes of theirs, some jobbers behind them who I say 
must neturally follow and I put it to you that there has 
never been fighting position between British American and 


imperial alone g-eecoline’s |} 


I meintain there is a fight between those two companies to i 
,et greater gallonage, | 
Certainly and Mr. Miller says his gasoline is better than 
Mr. Halverson's and Mr. 4elverson shouts back thet his is 
better than Mr. Miller's, But after being pretty much ex- 
heusted by their advervising you go and buy the séme product | 


7 


at the seme price? 

Mr. Helverson thinks het his distribution method is the best 
there *isi-*Mr. Miller: does not think much ‘ebout it. He goes 
out end builds 32 different types of something else. whet 
Socerne Aowtheat: for.c Not forsthetunvot Bi, Hesis Soins \] 
to get from Mr. Helverson business if he can. 


And what is he going to do about price after he hes got the 


business? 
He is going to reduce the price if necessary. J% must in 


the long run be reflected and I cannot get over it. 
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Q we have not had it yet. 
A Yes you have had it but you just did not recognize it. 
A) I could recognize it yesterday. I could recognize a reduction 


one DUG 1 sew it yesterday for the Dive G) Tate 4 Ame 
saw it demonstrated when Mr. Meylendts company went into 
business and the price of third structure as they say 
Went out of line end it stayed there and L put it to you 


that is there not some complacency in the marketing -- 


TH! CHAIRMAN: Well I think you have explored 
that. 
MR. COMMISSIONER LIPSETT*: Well Dr. Frey just to go back 


to this competition that I had been asking you about on 
Which Mr. Miller intervened. wWe have e situation where 
Mr. Plotkins was selliug his Q and his uthyl on a 34¢ 
marzin, Now in order to get Mr. Plotkins business Mr. 
Miller came slong end offered him 24¢ additional dis- 
count. 

MR. HARVIE: Mey 1 correct that, Mr. 
Miller advised me the correct figure was 54¢ instead of 
52¢. 

MR. OOMMISSION@R LIPSETT: That is. 12¢ extra. 


Mr. Miller comes along and offers Mr, Plotkins l@¢ better 


wo 


price. Now there are two ways if there was true com- 
considered. One is that if there was competition that 
Mr, Plotkins price to the public on his Q and Ethyl would 
come down thet lé¢ right eway and you would have a re- 
duction to the public and Imperiel would nave to follow 
that 18¢ but that competition is not that kind, that the 


competition is that instead of Mr. Plotkins working on 
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his present margin and if he keeps within the price 
structure of these companies and charges the Py lbwpriee 

the public would be unable to get the 12¢ extra per 

gellon. How does that benefit the public or how does 

thet give competition to the public? 

Mr. Plotkins admits tor t he made no money off that 33¢ 

and he seys his financiel statement shows it. He was 
selling a product because he had to in order to have a 

line. It was not a profitable operation for him accord- 

ing to his statement. Now are we to expect that all 
gesoline is to be distributed without profit? 

Certainly not. 

Well there must be a spread. Mr. Plotkins was not in a 
position to realize that though. He expects to be he 

says >y putting in a cracker. Why then should we expect 

all of the compani?s should fail to recognize that Mr. 
Plotkins position is along way from a profit position 

on Ethyl. 

Would not the result of that be that he would take off 

of this extra margin what would pay him a reasonable 

profit and the other part would go to the public? I am 
putting it to you from a practical point of view that 

it would be utterly impossible for Mr. Plotkins to give 
even a l¢ reduction on the British American price structure 
Sid thet at oncé his supply would. be cut off if he did that, 
I do not know that it would. I do not Know what the contract- 
ual relationship would be between Mr. Plotkins and the 
British American. I suppose thet the British American could 
put iself in a position The ey to Mr. Plotkins on such a 
Consfeact, “You will sell .at our price." I do not know 


whether they offered him that kind of a contract. 


MR. MILL=R: Mr. Commissioner we would 
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not be interested at all at which price Mr Plotkins 
charged the consumer for his product and if he charged 
the consumer e¢ below our price we would still sell to 
Mr. Plotkins his requirements at the 54¢ differential. 
MR. HALVERSON: {That ist elso true in so 

fear as our contractswith jobbers are concerned. We have 
no contrcl over the price at which our jobbers sell. They 


Cansei at evi price they choose, lL went te celarizy ther. 


THE CHAI RMAN® I think we have explored 
this as far as it is necessary to bring out Dr. Frey's views, 


But lt would like to ask Dr. Yrey ons thing that is germane 
and that is not going back to that subject. 

Dr. Frey you have expressed views that would lead me to 
think that you were against monopolies? 

Yes Sir Ff am against monopolies. 

Now in view of whet has been said I woncered what your 

views would be as to a monopoly that was Government control- 
led. “You see it is your view and no doubt well founded 

that violent price reductions while they would be welcomed 
by the public would make for monopoly? 

Yes Sir, I think that if a company or e@ group of companies 
exerted their full economic effect agains: ell competitors. 
in other words if fcr the time being they would decide. to 

go on a no profit position and if they were well backed by 
capital from outside that they could drive other peopie out 
of the business and create a monopoly. 

Yes. Now that being so have you considered the position of 

a monopoly thet is Government controlled, having regard to 
its being allowed e fair profit but the public being served 


1 


by such price reductions as seem indicated after thet profit 


hed been allowed. 


ts 


A 
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Yee I hevs ctudied monvupoly, monopolies in the oil business 
TOO. 

ft am speaking of ea Government controlled monopoly. 

I can even refer you to monopolies that are so complete 
that they are fer beyond control. The Government is partic- 
Bpatane 2n- vase monopoly. 1 know-theb kind of & situetion 

in which they are definitely recognized as Public Utilities 
of so vital a nfture in the political philosophy of certain 
particular countries that the whole business is taken over 

by the Government, the Government here varying with the 
capacity of the Government at the time to assume the respons- 
Ov Gy én example of that is the Spanish Petroleum mono- 
Peavy. £1 products in opeih prior to, the Civil war were 
strongiy under Government control and only products that 

were being sold by any company as a company, in Spain, 

were petroleum products. The Government operatedthe gesoline, 
kerosene end other white products market. There is a 
monopoly in one of the small Central American Stetes oper= 
ated by the Government. There te a near monopoly in Italy 
where the AgendJia Generali Italiano Petroleos is a company 
thet wes set up Dy Mussolini end the activities of the 
A.G,I.P. ere controlled by the Government directly through 
its headship Mussolini. that is very very close to a 


Government monopoly. None of the independent companies 


eblo to grow under the Mussolini 


operating in Itely have been 
; regine 


Tn France there is not eae completes monopoly but the whole 
petroleum industry, for purposes of defence probably more 
then anything else, is controlled by the Office Combustibiles 
Liquide, and it is essential to Government monopoly that 

they tell the oil compenies what they must do. They deter- 
mine how much oil they can impurt. They determine whet 


the price of their refineries must be; what their stocks 
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must be and generally regulate the industry more or less 
from stem to stern. These are outstending examples of 
Government monopoly in petroleum. I am not satisfied 
with their bshavior, 

And Russia of course? 

Well Russia, that is -- 

State owned? 

State owned, It is a Communistic arrengement. Of course 
the Russian @xpceriment is the most glering exemple of 
what not to do. 

What is the situation in New “Yealend Dr. do you know? 

New Zealand. No I cannot recall offhand what they have 
qone in New Zealand. f have not Looked at thet for some 
time. I would not want to trust my memory on it. 

Very good. 

But certainly as an example of monopoly, although it is 
Communism in Russia we have a perfect example of the failure 
of a Government to operate an industry effectively. 

Hoet as direct Govirmment opcration. 

Direct Government operation. It has been a failure. Incid- 
entally there is direct Government operation in Argentina 


in the so-called National Oil Fields Limited, in which there 


ig considerabls control exercised. Brazil also has an essential 


monopoly. So <I know thet we have a good many examples of 


monopoly. 


That situetion in France you speak of thatis a by product 
of the fight between the oil companies for control of oil 
fields ig it not, following the Greet War? 

I do not believe so. I think that the more important thing 
to them was in the building of their defence mechanism, 
They found it wes necessary or in their philosophy it 


seemed to be necessery thet they have the refining capacity 
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in France and the storage capacity so that they would not 
be dependant entirely on sea lanes. Now as a matter of 
fact outside of Frence in the procurement of cmdte oil 
there is only one area in which they exert any considerable 
effect and that is in Iraq, where the French Government 
through this same Office 1 mentioned has a 234% interest. 
But that is practically the only interest the Government 
has in oil fields and that was a by product of the Great 
Wer, in which Ira? was split up through the Treaty of 
Lausanne into three parts. There is also a privete holding 
. A Mr. Golbenkion has 25% of it.But that is rather the ex- 
treme in administration where you find Government monopoly 
end I cannot say that it has worked well anywhere that I 
neve seen it applied in the oil business, pve 
Q \ Have you examine] into a situation anywhere where there 
| was Government control like in Utility control, like unto 
| the type of control that your Interstate Commerce Commission 
exercises within its field, of which everybody approves in 
the United States don't they? 
A I would not say everybody. 
Q Well not everybody but the great majority of thinking men 
give the stamp of thsir epprovel to it, or don't they? 
A To a limited extent. We all recognize the weaknesscs of the 
T.G.C. but we think the principle is good. We would like to 
seq it © mora effective instrument then it is now and I 
think the 1.C.C. too would like to become more effective 
toaen it 1s. 
Q But speaking of a type of control as distinguished from 
the taking over of an industry. Let me put it enother way 
if I my and you cen get the thought which is in my mind, 
We have a duty to explore and find out all thet we can about 


this Industry. Now there is the one point of view which 
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you have so well put forward thet free and unrestricted 
competition will always serve ito protect. the public? 
mxcept under the mnditions -- 

Bxcept under the four conditions thet you adverted to 
yesterday? 

Wes OLrs 

Pore.) "Ss Wilt be tne other pcint of view, ‘of course, ts 


which Ws. must give consideration even as we do to yours. 


Yes Sir. 
Namely, thet the public is not adequately protected, that 


competition as we know it in the ordinary rum and not in 


the emergent conditions of which you have spoken, is not 


Edequately protected; thet is tho theory of gain being 


that which is the urge for every company is not enough 
to protect the individual who must have the particular 
product under consideration. And so thst’ person says, 


"well something hes got to be done about this," end natur- 


ally one sxplores ways and meens to give effect to his 


views to see where it would lend us. And so I put it to 


you that there are those who are prepared to support the 
view that monopolistic control is not a bad thing, provid- 


ing thet it is supervised by competent Governmental agency. 


You think there is nothing to that? 


I would not say thereis nothing to it. No I would not 


want to sey that. I should sey that we would have to con- 


sider what we would expect of a gain for the difficulties 

and costs that we would go to in producing the results. 

IT should sey for instance applying it in a Stete for 

exemple - I prefer to, if you will permit me, to consider 
, 7 


my own country rether than yours because I do not feel I 


should comment on what the Government of Canede or the 
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Government of Alberta should do - in my own country 
I would consider that the estblishment of a monopoly 
by a State would be practically impossible. Thset there 
could be such a thing as a National monopoly and not a 


i 
State monopoly. if we had a State monopoly we would of |] 


ference with Eecde es between States, which to us is a 
fundamental tenet, we demand that commerce must move 
freely as between Stetes and thet no State with us has 
the right to set up any obstructions for another State 

in the matter of commerce. Now we would have to, if we 
were establishing a State monopoly, create bounderies 
around thet State and prohibit all other companies from 
having any dealings in thet State and we would have to 
Gecide then as a State from which State we would buy. 

if. LOY instance, we were not able te produce ell thet 

we needed we would heve to decide what Stete we were going 
to buy from and which ones we would not buy from. And if 
we produced more than we needed we would have to determine 
which State we would sell to and which State we would not 
sell to,which makes for ae very difficult political situation. 
You see we cannot control imports and we cannot control ex- 
ports without violating the fundamental tenet cf our 
constitution and to set up a barrier around this thing would 
be very difficult anyway because we would have a conflict 

of price between our State and neighboring States around 

us. Take a person - well say there were a monopoly in 
Tennessee and a man drives through in his eutomobile from 


Kentucky into Tennessee but he is going right out of the 


ONL 


State and into Georgia. The question then would be how 


much gasoline would he be permitted to carry into the State 


cece pM PE 


because after all the State monopoly would be created for 
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the benefit of the people of that State; and what kind 
of an arrangement would have to be made concerning the 
use of highways actoss that State if this person living 


in another State did not reciprocate in some way to the 


State thet had the monopoly. A411 the way around there 
would be difficultiss, So it seems to me that with us 


it would be absolutely imprecticel and practically im- 


possible for any State to develop a monopoly without 


regard for the other States. And we are having a difficult 
enough time where that principle has raised its head even 


to a minor extent. 


(Page 14,848 follows). 
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We have for instanee the example of a State having establishc 
| €@ cement «- control and the impingement of that cement contr: 
| on other States which has ceused very considerable difficulty 
and if the prineiple goes on it bears far to completely 
change our constitutional set-up and the freedom of trade 
as between States but as between netions that seems to me 
to be a different thing. If a nation considered that in 


its just interests there should be a monopoly, that would 


ee 


be a question of policy fur that Government; 4 State 
monopoly as distinet from a national monopoly does not 

scem to have any particular possibilities. 

Q | THE CHAIRMAN: And perhaps the difficulties 
with respect to which you speak with regard to the State 
monopoly would apply with oqual foree in this country? 

A | I do not know. 


Perhaps that is so e Now there is anothor viewpoint, of 


cei MIS 


course, which should receive consideration and that is 
that it should not be a monopoly, that there should be 
' competition, as now exists you say, but that there aera 
i be a domination of it by Governmental ageneies, a Govern- 
| mental agency such as, for example, the powers exercised 
by the Dominion Railway Board in Canada over the competing! 
railways of this country; have you any thoughts about 
that? 
My position in the Government being an administrative ons, 
I always fall back on the probsem of the administrative 
difficulties. Meybe I am lazy but at any rate I never 
look at any proposal of that sort without considering 
what my part of tho job is going to be and I can see that, 
just taking it out of Alberta again and going down home, 
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| I have the problem of trying to adjust all of tho 


difficultios in commercial organization, financial. 


eta 


responsibility, sources of supply, variations in 
cuStomer preferences and many other things of that sort, 
which I would have to take into account if I were given 
the rosponsibility of administoring an industry. Br 
shudder at the consequences because it would involve a 
decision in which I weuld have to make up my mind very 


and why I wes going to hurt them. It would involve 


Rcenasetintnreteeeissnsees BENIN NED RRO E EEN 


| decisions as to what the effect would be for the public 


in the operations of these various kinds and in the 


process I know I would have to destroy some and build 


up othors. Now I think that is a prceblem which one is 


| faced with if they attempt control. 
| 


You start vif to sontrol 
only a little bit but since cach element has a@ bearing on 
something else, before you know it you are protty nell 
along the line of controlling everything, and then the 
administrative problem becomes increasingly difficult and 
you do not have business management at all. You have 
Governmont managemcnt. 

My own feeling is that 
business men, aS a rule, and now I am not talking about 
Canadians, pleisc, I atm talking about Americans, that business 
men as a rulecre more elastic in thinking and are generally 
more capable of making decisions than Government men. The 
business man is constantly in the position of taking risks 
and he makes risks decisions knowing very well that the 


decision may, if it proves false, drive him out of 
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business but he takes the chance. 

Now speakirg of myself 
and my colleagues in the Government, we are there as a 
rule on @ Garoer basis}; that is we are not, most of us 
are not looking for a job somewhere else. We want to 
stay with tho Government just as long as we ea and we 
want to get just as far up in the ranks as we can fer 
the same reasons that anybody else dcsse Now having 
that in mind we must make relatively fow errors and the i 
safest way not to make an error is to do nothing about | 
it. That means that as a rule you will find a A acoA 
small percentage of the Government group at any time that 
are willing to risk very much on their future and they 
play safe and conscquently things usually just rock along. 
Now if we want that we just want things to rock along, I 
think that is the way to get it, but if we want tu have 
conditions change and possibly better, I am inclined to | 


believe that, in tho United Statos, we will get furthor || 


by the free play of competition,providing we do mt 
disregard the principlos which I say must be rogarded where 
things go to pieces sithor one way or the other. 

In the United States, Doctor, you have a measure of control 
over your railways? 

Yes, and we are doing a very terrible job of it, practically 
all of them are bankrupt. 

Yes. I was just reading about that the other day and the 
writer of tho article that I was reading said that they 
were pretty well bankrupt anyway and that it could not be 
contributed to Government intervention, what do you think 


about that? 
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I do not agree entirely. I think thet the railways have 
in the past in the United States been pretty stubborn about 
some things and they have not met their enmpetition as it 
came along, largely by reason of the fact that they have 
not bean able to, due to the limitations of rates imposed 
by intor-Stato Commerec Commissions;. in active competition 
you not only have to deal with the competition which you 
have at hand but you must also deal with potential competition. 
Our railways have been ocmbarrassed in no small way by the 
inflexibility of the procedure of establishing ratos. 

For instance, a pipe-line 
was built from the Mid-Continent up through Des Moines, — 
up tn Chicago and a branch of it up tc St. Paul and 
Minneapolis. A runeround of the railway rates. Now 
that was answored in part by tho development of river 
traffic on the Mississippi. Two companies built terminals 
at Ste. Paul and put in barge lines from Hood iver, Illinois, 
that is near St. Louis, to Ste Paul and it was an expensive 
thing to doe Now I know of a third company that feels it 
must do something to meet that competition because it is 
losing ground in dastern Iowa and in the areas bordering 
on the Mississippi, in Minnesota and ‘wisconsin and the 
middie Illinois, but not so much Illinois as Bastern Iowa 
and Minnesota. "Well what are you going to do about it?", 
I said to this man. “Well it would cost us a million 
dollars to put ina barge line ana terminals and we are 
hesitant about it because just as soon as we get it in 
then probably the railways will respond with a rate but 
they will not rospond on the potential threat of this 


compcotition.", so that the railways have not been ina 
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position to make their rates floxible with respect to 
competition and on short hauls. Trucks have taken away 
a great deal of the business, water-ways developed in 
competition with the railways; our highways have been 
built in competition with the railways at Government 
expense and they are open to the public; there are 
practically no toll rovds in the United States. All of 4 
those factors have been working against the railways and 


I do not think that the railways can be blamed entirely 


— Ss 


for the mess that they are in. I think that we as a 
Government have to recognize that we scot up competitive 
devices in highways and in water-ways, taxes, these things 
are coming out of the people's money, but ws tax the rail- 
ways, however. We do not give them a free right of way. 
We do not give them water-ways for their barges; in fact 
we even exclude them from the Great Lakes and river traffic. 
No railway company in the United States can employ the 
Great Lakes or our water-ways for hauling freight. They 
must stick to the railways and we tax them heavily in 
terminals. We tax them heavily for school districts in 
every county. I do not think the railways are entirely 
at fault. It seems to me they got a bad deal and the 
rigidity of the structure which has been created, the 
difficulty of oheriet ng rates, is another factor. I 
tle we can say we are both at fault, that is the Govern- 
ment and the railways, but to bleme it all on to the rail- 
ways I cannot agree on that principla. 

Doctor, something inspired the idea of Government control, 
in the case of the railways, we have just heard about that 
but it is my understanding that you have not got a single 


State in the Union in which there is not an evergrowing 
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Governmental control of Industry through publie utilities 
or other organizations, public utility boards or other 
organizations; now at any rate we need not enter upon 
whether or not it is growing, hoe ae certainly is some, 
is there not? 

A That. is. --- 

q Government control of what was formerly private enterprise? 

A “~clil I do not know of any that --- 

Q And when I sey "Government control" I mean by way of public 
utility boards and orgénizations of that type? 

A I do not know of any monopolies in the United States that 

_ are not regulated. 

Q Yes, and would it surprise you to know that the railways 
in Canada probably would 26 to great lengths to keep the 
Dominion Railway Board because while there may be advantages 
and disadvantages to the Dominion Railway Soard, they not 
only are protecting the public as against the railvays but } 
they have protected the railways as against the miblic and 
their ever increasing demands for concessions, to which 
they are not entitled, and whether you believe in that or 
whether you do not and whether it be trues or whether it is 
not, it might be true, might it not? 

A Yes, yes, and so far as we are concerned we do not want to 
do away with the §.C.c.; I do not think there is any 
agitation of that sort. We would Like to have a more 
flexible i. GO. Ce than we now have but there is no agitation 
to do away with it. . 

Q Yes, and all I am leading to through this illustration, that 


it perhaps is not something which should not be explored? 
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The idea of the control which is aimed not at destroying 
but of protecting the public on the one hand in the 
matter of price as in the case of tariffs on the reilway 
and equally on the other hand seeing to it that the 
Industry did not become demoralized by competition es 

by yielding to absurd publie demands? 


Well that is something, a question of Governmental 


philosophy. 


OA AON RARE A IEA 


Q 


In this country that, of course, would be a Dominion agency 

of necessi ty? 

YeSe I am inclined to believe that, as with fet if there 

is control over Industry, it must be exercised over a wide 

area rather than over a simall areae 

Yese IT am spesking of country-wide, in our case, Dominion 

wide? 

It seems to me it depends upon the urgency of doing a 

thing of that sort. Now we have a great deal of difficulty 

in getting some very simple eonteols in the Unites States. 

I am going to mention that when I talk about conservation, 

of what an up-hill fignt there has been for us to even 

get the entering wedge in the question of Federal Conserva- 

tion and I think the.same thing applies to other things. 
Now th MN. Re I. " had 

many critics. In fact I think that business opinion during 

the period of the N. Kk. . was generally eritical and the 

Federal Government was stoned by business on every occasion 

and business generally was happy when the at knocked 

the feathers off the blue eagle but that does not mean 

to me that the principles that were involved in the Ne. Ie Re Be 


at that particulsr time were wronge I will, however, agree 
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that we had a relatively small percentage of Government 
servants trained in how to administer the law involving 
as complex a structure as: are normal to business 

and that the great mistake which we made was going too 

far in our application of the principles of that law. 

If we had stayed with a few of the major companies, mr 
sucesss probably would have been more prounounescd but 
when we went into the cleaning trade and the regulation 
of barbor shops --- 

MR. FRAWLEY: And the chicken business. 
And the chicken business. 

That was a big mistaka? 

That was a very serious mistake. As a matter of fact the 
man who brought that case has gone broke sines, but we went 
too far without knowing how and it has taught me just 

one thing that I am going to remember all my life and 
that is that if we do any Government experimenting in 
business control I hope that I can have some influence in. 
making that just as limited as possible and applying it 
over just as narrow a field as possible so that we can 
moasure the offects and go ahead without making colossal 
blunderse 

Yes? 

That, you sec, is so much a matter of administrative 
prineiple; nothing in my mind, can be taken over rapidly 
by the Government and mado into a success because it 


lacks treined porsonnel. 


Yes. One can follow that but Doctor, what I am seoking to 


follow up and get your views on is this, we have heard from 


you; aS well as we could from anyone, of the effect of tho 
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full, free-play of unrestricted competition. Now you 
are a man who has thoughtfully studied this and who has 
had wide experisnee in the business world, has thero not 
been in your country, as there may have been to some 
excent in ours, a feeling that has led in your country 
as in ours, to Government intervention cf one kind or 
another, a feeling that the general public should not 

be left entirely to the evil of unrestricted competition, 
that thore is a danger of the aristocracy of business 
concerned only with its own gains, that it is not far- 
gighted enough to soe that thero are immediate needs of 
the public that in the long run will serve them well, - 
but whother that be so or not, is not the fact that in 
every State in your Union and in every Provinee of our 
Dominion, we have just such agencies as publie utility 
boards and one type of an agency and another, having some 
hand in business, - perhaps some wisely, and perhaps some 
doing a bad job through lack of business experience but 
are they not all an expression of publie sentiment, that 
this competitive system is not alone protecting the public? 
Oh, I do not think, I would not argue for a minute that 
the competitive system is perfect and always protects the 


public. I think that would be absurd for me to attempt 


to argue that. } 

THE CHATRMAT: Doctor, I was again forgetting 
that you have been a long time in the box. I think we will 
take at this stage, if it suits you,a short recess. 


WITNESS: Thank you. 


(An adjournment of ten minutes was here taken. ) 
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TH CHATRMAN: | Well,, Doctor, we were -pursuing 
this question as to whether or not there is a growing 
feeling amongst the people, evidenced by some form of 
Government intervention, some form, some form of Govern- 
ment control of some phases of business that the unrestricted 
competition law may not suffice to serve the people's 
needs. That may be an unintelligent opinion but try and 
get our premise. Do you recognize there has been inthe 
best ten years. bn ~entienuler that. feeling snowing wip in 
your country and in mine. Perhaps wrongly, but there? 
Mes, there, has been @ g~rowth of that inthe United States 
during the last twenty years. Of course ».as faneg the 
ublic Utilities phase is concerned, that developed at an 
earlier period. 
Yes? 
And it applied to monopolies such as telephones and 
telegraphs to its limited extent and gas companies and 
street car companies and that type of thing. 
Yes? 
Where, by franciise or otherwise, the company in question 
had no competition...Then,..of course, 25 early, ae. 167.8 
we started in regulating railways. We developed a peculiar 
philosophy on that and that is of regulation of railroads 
so that they would be required to give everyone the same 
rate under the same circumstances. That was the principal 
reason back of that originally. The Standard Oil Company, 
for instance, the old trust, was a notorious example of 
a company that received different rates from some of its 


competitors. It was in that piratical stage of business 
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with others doing the same thing. ‘But the peculiar 
thing in railroads, instead of going to the logical end 
of ereating monopolies in railroads we have maintained 
competitive railroads within the Inter-State Commerce 
Commissian structure, and to me that is an anomoly, anf 
has brought about unsatisfactory results. Now then, 
take the next line of approach. That was principally 
an approach to protect producers. That was the movement 
that became very active in the United States at the 
peeinning of the present administration in 1935. Prior 
to that the Federal Government had recognized co-operative 
buying among farmers and had done a great deal towards 
developing buying co-operatives among farmers. Am then 
Came rthe co-operative sellers among farmers, like the 
development in California, the California Citrus Fruit 
Growers’ Association and the Santa Clara Valley Prune 
Growers’ Association, and such organizations in which 
there was an attempt on the part of the sejlers to off- 
set the downward tendency of the buyers so that there 
would not always be created a buyers! market. We moved 
along and have gone into crop control and all of us are 
familiar with our period, which was cartooned by the 
killing of baby pigs. And other forms of production 
regulation. We are now experimenting with agricultural 
control in an attempt to maintain prices in agricultural 
products, such as tobacco and cotton and various other 
agricultural products. So that the competitive effect | 
of buying will not destroy the producers... The attempt, 


of course,is in the direction of a living wage and 
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recovery from the land. There has been a great deal of 
experimenting of that kind and there is a great difference 
Of opinion as to the effectiveness of it. In other lines 
of endeavour with the exception of the control of chain 
stores there has not been very much Governmental inter- 
ference. The chain store has been dealt with largely 
‘through the application of chain store taxes. The results 
have been peculiar in various places. Some States have 
dealt with it one way and other States in another and we 
really now have a conflict between Federal and State 
Sculvitres an the Matter of chain Store control. I think 
those would be outstanding examples of either State or 
Federal regulation. Lt am not saying those are the only 
things but there have been things in that direction. 
And they will serve to illustrate the point? 
Yes. Now, South Dakota, for example, a number of years 
ago came to the conclusion that there was a cement trust 
and that the price of cement in South Dakota was too high, 
and even went to the expense of building a State operated 
cement plant to off-set the activities of the cement 
company. That same Governor, who happens to bea 
personal friend of mine, also believed that the Standard 
Oil Company of Indiana moropolized everything in Irdiana 
and made some effort to create a State-Controlled gasoline 
company in order to what he thought was to foree competition 
on the Indiana company. Then take another example, 
Se 
at Lincoln, Nebraska, the City has organized a filling 
station to compete with filling stations operated by 
companies in that town. They are here and they are ali \ | 


over the country. There are indications that everybody is || 
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A Oh, there definitely is that’ point of view, bus Trom what 
ik have Said; of course, Ido hot need to express mysel? 
more, that I do not happen to agree with that point of 

an view. But.i folly appreciate it and TI 'know it is current. 
a ee 

Q Now, then, if that point of view be strong enough, if 
it ever becomes the moral and economic concept of the 
community, as night the day lew will follow upon it, 
won't it? 

A Yes, res sa 
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not satisfied with the perfection of the competitive 
system. 
And no doubt in the instances you cite, as in many that 
we could cite in this country, there has been a sorry 
lack of appreciation of business methods and lack of 
vision on the part of those who have been clothed with 
temporary authority . But the point I would make with 
you, Doctor, If you think well “of 1% and*if-itypey a pornt 
ay all, is that’ there is not just’ one’ point or-vier, 
namely, that AS Cie A We ti a pee wi Liasere the 
BaD ae well in We Lone "run. ’ There is! the other enobens 
rampant amongst the people éf our countries that the 
Government, does not do 1ts fudl’ duty unless’ itis con- 


ecrnea With all economies, “with the economic situation, 


shall I say, as it reflects itself upon the everyday life} , 


of the individual in the State, and that they are not 
content to have complete freedom in business any more. 


Taere is that point of view, is there not? 


So it may not be the point of view of the extremist 
to think that if industry does not clean house itself 
where it is needed it will unquestinanably be cleaned 


for it by Governmental action in our countries? 
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Oh, i think very definitely that if corporations make 
exorbitant pofits that Ne cannot help to bring about 
unfavourable reaction where all people are not so 
fortunate as to enjoy in the profits of the corporation. 
ves? 

i think we recognize that very definitely. It is one of 
Olt Bears in the present situation. The fact. thas, there 
is a war on now and that our country will be called upon 
for materials and that there in this occasion is an 
Opportunity not unlike that which prevailed before 1917, 
during the World War, that there is. a danger in too 

much profit, being Scerned by corporations. Now, .cornora— 
tions, as a class, are wiser than individuals in their 

owr operations. Corporations by their nature are supposed 
TO gO On in perpctuity. They have within their very 
structure the facility of continuing themselves and even 
when personnel ehanges Others COme in one) it Us 
constantly renewing. Now, we as individuals, do not 
have that opportunity. We. live a Life and we pare sone, 
We make our mistakes in life and try to cover them up 

the best way we can. We are not always the best agencies 
of our own continuing. we may be earning considerable 
to-day and we may spend heavily. To-morrow may find us 

im a very Gitficuit position. AM SO-A11 of 05, are, got te 
up and going down at the sane time. A Corporation, 
however, must continue its life and it must always look 
ahead for the future and it always has that problem of 
amortization or its stock is worth nothing. The stock 
value of a company reflects to a large extent the capacity 
of the comzany and its officers to maintain the life in 


a profit position. | But that means another thing that 
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under certain circumstances profits of the corporation 

may rise unduly and while we as labourers, salary earners, 
actually parts of that corporation and of the community, 
may profit for the time being, we might not be wise in 

the holding of our earnings and we might speculate unduly 
in the process and when we are selling wheat at $1.00 a 
bushel and our farm costs us $200.00 an acré and the price 
goes up to $2.00 a bushel and we capitalize the value of 
our earnings and advance the land to $400.00 an acre , 

and we speculate with land at that level, we are not 
showing probably the best kind of judgment because we are 
expecting the ¢capital-structure in our e@ericultural system 
inet will be more or 1éss continuous with the higher price. 
So that we make the mistake and at the close of the high 
price, which nas been brought about by fortuitous 
circumstances, we are not in as good financial position 

as we were before. But someone else may be and it is 
only natural for we humans that we should want the thing 
that the more successful person has. I do not think that 
a crime to want something that someone else has. It is 
just the way we are built and in consequence those of us 
who are not as successful as the corporation that maintains 
its life and continues to earn, we look at that corpora- 
tion as something that we should take over because it is 
enjoying an unfair share of the totel advantage of our 
economy . And out of that grow ideas and concepts that 
some of us label with very, very bad names, and after all, 
it is only human nature expressing itself as wanting that 
which someone else has. 


Yes, and, of course, a corporation too is surely entitled 
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to protection against the odium of being thieves and 
robbers merely because they are large. But the thought 
I have is that in our position. we must just not 
necessarily accept without consideration any point of view? 

A Ido not think it is possible for you to be in that 
position. 

Q | The point I make with you, only having in mind that you 
may be able to help us, is that there is another point of 
view besides that that unrestricted polis Wea will 
serve the public as well as it possibly can be served. 
‘There must be some middle course between taking over the 
corporation and destroying or annihilating everything 
that iss good because some have been evil. I have been 
wondering whether or not the corporations that are being 
always the subject of attack, they are being be-devilled 
on every hand, might not. welcome’, as TD ‘am sure our rain 
trade does the grain board, that says what is right and 
sees too that the industry is not harassed unduly; even 
as it sees that the industry does not harass the public 

| unduly. Do you think that there is anythihg in the thought? 

A OE eh) dia ave ry definitely. _ The Petroleum industry in the 

"thi ted States probably has had more examinations by the 
Government than any other industry. It has been under 
examination, close examination, almost continuously since 
epert 1907 or 1908. There has been a whele series of 
investigations. 

Q One going on right now, is there not? 

A We have two going on right now. So that the condition 

here is not wholly different from with us in that respect. 


Q Now, just such investigations 4S are going on this 
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minute, for example, may be very wrong, but are they not 
indicative of some urge that is pressing on Legislatures 
to do these things? Is 1t all just tne terrible roolish- 
ness of the mob or is there not something there that leads 
to these outward and visible signs of unrest and 
dissatisfaction with what you may think the complete 
benefit of unrestricted competion? 
{ think the greatest reason for investigation in our 
eountry is the failure to put first things first ,and in 
the failure to adopt or even think out a uniform policy 
that should be applicable. I think we should consider 
what are the most important things to us as citizens in 
this situation and put those things first. 
Unfortunately, we have not always done that. 
une xesuit has been half-baked legislation of one kind 
or another? 
Yes. Bach time legislation is effected and it is not 
completely thought through it does not cure and, con- 
sequently, we have a sore, but it may be on the arm instead 
of on the leg. we are not complete in our analysis of 
the situation. We have made attacks on industry at 
times that could result in absolutely nothing. It should 
have been clear at the time that the attack was made that 
that was the case but it was not thought so by someone 
and the attack was made and resulted in nothing. 
tee" 
That, due to a reasonable analysis of the whole situation 
and deciding on the fundamentals in the matter. 
it may be that that similar expression is found in undue 
taxation of eorporations as distinguished from spreading 


that burden over all the people who are able to and © 
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ion Jian Ws BRS. | 
should be made to pay? 
A Yes, that is entirely possible. I think the tax problem 


is extremely difficult. 


Q Quite, and I do not mean to enter on it right now, but 
I mean it was just another instance, perhaps, of the 
underlying thought that business is not to be trusted to 
use the people fairly and that the play of competition 
does not suffice to that end. Now, I have been 
wondering, and there may not be a thing to the thought, 
and I realty have no concrete opinions as yet about 
anything in connection with this industry, but I have 


been wondering is there not some way of some 


IManeon officers if youwill, ‘some intervening body, 
| that Gould’ pe Said’ to have an intelligent knowledge 
| of tne industry that it is concerned with; that stands 
| between the Government as representing the common people, 
the consumers of necessities on the one hand and industry 
On the other, with benefit to both} and with, perhaps; 
the avoidance of half-baked legislation and revolutionary 
ideas being put into effect without being thought out 
. as to the consequences that will flow from them. 
Vhat do you think of that? 
A Well, I have expressed an idea on the desirability of 
co-operation between Government and industry. I think 
that many things can be settled across a table tmt 


cannot be settled in a criminal court. 


oO 


Yes? 
tr 
; 


And i think that the idea is perfectly sound. | 


Of an intervening body now? 


' 
} } 
; 
i | 


Of an intervening body. 
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Zhat is what I would like you to direct your mind tu? 
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Yes. But again, I mve to go back and say that it is 
just as good as----- 

The personnel of the body? 

he personnel of the body. 

Yes, I would subscribe to that. BUb.@an 17 not be 
conceived both by the public and by the industry that 
there are honest and intelligent men who would serve a 
good parpose tec both? 

I do not see any reason why we should condemn humanity 

to complete stupidity. 

US there not some: purpose to be served there.’ it) one 
understands the industry and its operations, and under- 
stands ite needs and understands its requirements for 
reserves and its need for protection to preserve its 
entity as a corporation; its need for reasonable profits 
and all those things, which does not jump in the dark and 
say that company has made a lot of money and we will take 
it all away, and it does not matter whether it goes broke 
fext year or not. On the other hand, it seeseiov it thet 
where these occasions arose which you have described as 
emergency occasions that the public is not rooked 

by those naturally who are serving themselves? 

iephink very derinitely iinhere i.e a piacesan Gevebunens| 
for that type of industrial cushioning. | 
That, perhaps, is a very happy expression to describe 
what I am putting to you for consideration... Well, we will 


rise. 


(at this stage the Hearing was adjourned until 2:00 P. M.) 
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Drs J. We. Frey 
MRe FRAWLEY: Mre Cheirman, oefore we 


proceed I would like to make a statement. If I were 
in the Legislature I would call it "Rising to a point 
of order". The Hdmonton Journal yesterday, and the 
idmonton Bulletin I understand, carried a story which 
seemingly originated in the Calgary Herald, because it 
is the same as I think it was in the Calgary Herald. 
It was a special story and I want to read it to you: 
"Calgary, October 26,-J. J. Frawley, K. C-, 
"commission counsel, Thursday told the 
“eeGillivray royal commission that s "sucker" 
"was an unsophisticated motorist who made a 
"practice of paying the posted retail price 
"of gasoline. 
"He suggested that any person who made a lot of 
"noise and "cursei and swore" around an alberta 
"service station could.get his gasoline at a 
"lower pricee 
"S. R. Stevens, Alberta manager of Imperial Oil, 
Nadmitted there was some chiselling with respect 
"to retail gasoline prices, but expressed the 
“view 'most' gasoline was sold at posted retail 
"prices." 
I desire to inform the Commission that a delegation of 
Edmonton retailers today approuched the Government and, «3s 
T understand, inferentially accusd@ me of accusing them 
of being dishonest in the conduct of their business. 
Now I bhink it is only fair to put on the kKecord what 


actually transpired. 
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On the 25th instant, that 
was on Wednesday, Dr. Frey made the first mention of 
the sucker trade and he said, at pages 14,576 aud 
14,577; 

"There is only one that strikes me about the 
"service stetion.situation that may be very 

ive luabiex iets aie note sayanes thet. itive buts it 
"strikes me as a possibility. Some service 
"stations in this Province are charging a very 
"large margin. They cannot get those nargins 
Wlocalty Gfi Goumse. If, Hor imstenee) you have 
"a margin of 6 to 7 cents .and I understand that 
"there are places where that actually exists. 
"Now the home people who know that operation 
"certainly are not going to pay 6 or 7 cents 
“when all they have to do is to buy a barrel 
Vor gasoline in brdermto get Gt aby at-close 
"to tank wagon or at tank wagon or close to it, 
“or slightly below it in some instances, Now 
"thet type of operation is strictly for the 
"sucker trade, and the sucker trades is you and 
"mae and the likes of us when we are out touring 
Nond we do not know the immediate local sit~ 
"uation. I should say that that type of thing 
“is something that one cannot countenance with- 
Nout comaent and my problem is, what can be done 
"about it.! 


And on the 26th, that is yesterday, the discussion arose 


2] 


in this fashion, at page 14,092, tire Harvie said, hr. 


(a) 


Stevens was on the stand and iir. Harvie saica;: 
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iiRe HARVIE: may I clear up one point 
with lir. Stevens. This apparent price spread 
in the filling stations. we have heard 
evidence that it really amounts to nothing. 
It is only the sucker that pays that price, 

i believe is the expression. Might it not be 
that the service station spread in Edmonton, 
while half a cent more than in Calgary, that 
the actual-<-= 

THE CHAIRMAN: Half a cent more? 

WRe COMMISSIONER LIPSETT: <8 not Calgary 4% 
cents? 

HiRe HARVLIE: I mean either way. liy 
point is simply this, that does not the ap- 
parent service station spread mean really 
nothing in the long run as the net=back to 
the service station operator. There are so 
many discounts and different prices and so 


on?! 


And then at page 14,6099, I made this statement in cross- 


examination of Mr. Stevens: 


Y Q 


" 


Yt 


Re FRA WLY : ine ae interesting. We 
are told that todey it is just a hodge- 
podge and that the only person that pays the 
posted price, and I will use ten Harvie's 
word ~— it is astonishing personally to me 
and that is not particularly important for 
this record - that the only person who pays the 


posted service station price is what is called 
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the "sucker trade", and I again ask you as a 
man who is closer to this market than anyone 
in the room, perhaps, in Alberta, is that a 
fact? 

Well, it is not my impression that there is 
as much price cutting as it would appeur in 
the evidence I have heard, although I do be- 
Jieve 1% i8 going ‘on. 

We have hir. Miller making that point and we 
have his company apparently of the same op- 
inion because their counsel puts it to you 
this morning that the service station price, 
the posted service station price means nothing 
except to the sucker trade. That is the 
proposition put to you and I want your con- 
Sidered opinion if that is soe And I want 
this Commission to know about it. Is it a 
fact in Alberta today that the only person who 
pays the posted service station price is the 
sucker? 

Well, the dealers I am closest to are our own 
and the big percentage of our volume I act 


satisfied goes at the regular retail price. 


"Q. Where it is expected to go by anybody that has 


1A 


WA 


given any thought to it, is it not? 


Yes." 


And then the final mention 


was made of it at page 14,703, Myp- Stevens is still on 


the stand, a question by myself: 
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"Qe You are out of the retail business, and I 


y put it to you it is because you are out of 
4 the retail business that these things are 
s going on. Is that a fair statement? 


"je I would not say that is exactly the reason 

He for: Dtagoing ons 

"Q. If you were operating a service station, if 

? your company were operating a service 

a" station you would not enter into this silly 

0 business of taking just the ordinary fellow 

i like myself that goes in and buys this 

i gasoline and goes on about his business, and 

" Charge nim the posted service station price 

" and the man that comes in behind me who makes 

u a large noise and curses and swears around 

a and gets a better price. You would not sup- 

u port that sort of foolishness? 

"A. No. 

"Q. Or your company would not? 

"A. Noe We would sell all at the same price. 

"Q. Then how did that come about, this rebate? 

"A. I presume that is the system." 

Wow that is all I care to say. 

The record speaks for itself and I am glad to say that 
the Herald is making a correction this afternoon which 
will a little more literally report what actually 
transpired yesterday when that expression was used in 
cross-examination of tir. Stevens. 
THE CHA TkvAN;: well Lir-~ Frawley, we are 


interested in what you have had to say primarily becéuse 
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it interests you. So far as we «re concerned we shall 
pay no attention to anything which shall be said by 
any body of men or individuals other than that which is 
said before this Commission. 

So far as your conduct as 

Comission Gounsel is concerned we think that you have 
carried yourself with decorum, dignity and fairness. All 
right, Dr. Frey. 
whe FRAWLGAY: Thank you, Mr. Chairman. 


oeere3weeae 
coeeoeve#eeese 


Dk. JOHN We FREY, having 
been recalled, examined by iire Frawley, said: 

Q BR FRAWLEY: Now, we were in the midst 
of some special discussion when we rose, was that 
finished, can I go to another matter? 

THE CHAIRMAN: No, Dr. Frey was address- 
ing himself pursuant to a question of mine, as to the 
pee cba vey. from the standpoint I take it of both the 
trade and the public, of some intervening body which 


| 


] 
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anything to add to what you were saying when ga | 


\ 
\ 


you I think described as e cushion, Doctor; had you 


by our adjournne nt? 

A No sir. 

TH CHAIRMAN: All right, Mr. Frawley. 
whe FRAWLEY: Thank you. 

Q wRe FRAWLIY: low, Dr- Frey, there is 
another matter that I want to get your views about and 
that is the question of the service station business. 
You heard yesterday considerable discussion, and it was 


even necessary to refer to it again this last minute or 
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two, you heard all the discussion yesterday with respect 
to that matter and many other matters connected with the 
pervice station branch of this industry. Particularly 

I want to call your attention to and invite your comment 
upon the situation which developed or might have de« 
veloped here in Calgary, and I only mention that to you 
as illustrative of what might have happened, a situation 
which might have developed in Cal.ary where the sate 
station operators might have been declining to pass on 
the reduction in the tank waggon price and by that means 
Might have frustrated entirely the intention of the 
reduction and I want to ask you whether or not you are 

of the opinion that that state of things needs sone 
treatment and if so, the nature of the treatment which 

in your opinion is best suited to the disease? 

Of course the situation reverts to the fundamental of an 
ccllusion; it seems to me that if there were no collusion 
between the dealers that the absorption of the decline in 
price by the service station operator would not be pos- 
sible because all would not respond in the same way. I 
think that is a potential danger in permitting agreeuents 
along retailers. It is a thing that we have often noticed 


in our own country; 


The fact that I pointed out 


A go 


last night for instance in the Jackson ‘Geet area where 
the supplier reduced the tank waggon price a cent and a 
half but the dealers stayed at the same price. It was of 
course ouly by reason of the fact that there wis an 
agreement among those dealers that the spread, or pardon 


me, not the spread, the reduction in price was not 
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passed along. 

We also find that other 
dealer organizations in the Unitch States have attempted 
to do similar things} that is take advantage of the re- 
duction in price as a method to gain additional margin. 
Thet is about all I have to say. 

Well do I understand then, Dr. Frey, that you, what = 
really would like your comment upon, do you think there 
is a situation there where the oil company has, needs 
some protection itself, do you not think, let me perhaps 
ask you this, do you not think it would have been a 
serious situation, in view of what you have told us about 
the need for iire Halverson's drop which was in conformity 
with your own opinions, to prevent drainage, if that 
service station price, the drop in the tank waggon price, 
had not been passed on at all, take the worst view, not 

a single part of it would pass on to the consumer, that 
would have been nonsensical would it not? 

Well it would have at least thwarted the action in that 
particular part of the business; it would have been | 


1 | 
passed on in other parts but not in the service station, 


Yes, I was just putting the whole thing to you, that if 


it had not be@m passed on, I mean to say, supposing Mr. 
Halverson's agency business, his big wholesale business, 
were in the hands of others, dealers in other words, 
not his own salaried agents, and those dealers in his 
bulk stations, all over Alberta, had. said "We will not 
pass this on. We need this for ourselves", that would 
have been an extraordinary state of affairs, would it 


not, and it would have completely thwarted vir. 
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Halverson's motive in making the cut? 

Yes, that is quite possible. 

Theh going down by stages from that extreme, we find 

Mrs Halverson can conttol his own cut by passing it on 
through thet part of his marketing organization which 

is in his own hands? 

Yese 

And that part of the marketing organization which he 

has passed on to others, he has not in his hands, so, 

as the Chairman said yesterday, it is on the knees of 
the gods whether his desire to cut the price to the con- 
sumer actually reached the consumer? 

Yes. It is a question of course whether it would be 
passed on under ali circumstances if dealer organizations 
were strong enough to maintain their margin. 

MRe NOLAN: I wonder, Mr. Chairman, if 
my Learned friend wonld ask Dr. Frey if that agreement 
he speaks of is an agreement between all the dealers and 
that if they do not all agree, does that leave the com- 
petitive forces still at work. You understand my pos- 
ition. 

mRe FRAWLEY: Quite so and I want to give 
all the facts to Dr. Frey. 

MRe FRAWLEY: | If there had been such an 
agreement the other day by all of the retailers in 
Calgary, then so far as the Calgary market itself is 
concerned, Mr. Halverson's motive would have been 
thwarted and frustrated? 
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portion, a large enough portion of the dealer organ= 
ization carried the price cut into effect, that then woulda 
detent the aims of the others who desired to com-« 
bine? | | 

A Yese 

Q And that is as we urderstand the facts, and I do not 
want to make any accusations at all, that I understand 
is what happened here, if one is to believe the news-. 
papers again? 

A That is what I have heard reported. 


That certain dealers desiredto retain the price advan- 


&D 


tage, the price cut advantage, and others desiredto 
pass it on and did pass it on? 


A AS a matter of henrsay evidence only. 


£) 


Quite. Now I put it to you, do you not think that in 
some fashion, first by this method, by this means, 
namely,the company, the supplying company that makes 
the tank waggon cut, operating enough retail dealer 
outletsto “ssure the passing on to the consumer of the 
cutswhich, it, the company, makes in tank waggon prices, 
is that a sensible suggestion? 

A It would not be in the United States. I do not know 
what the philosophy is on that but the whole movement 
in the United States has been to divorce the filling 
station from the wholesale operator and not to permit 
the wholesale operator to dictate the terms of sale of 
the filling station. 

Q There seems to be an advantage in that procedure, at 


least whether an advantage or not, that is the adopted 
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preceedure? y 
Ghat is the point of view in the United et bea 

Yes. Well now there are doubtless advantages in that 
and they think the advantages outweigh the disadvan- 
tages or they would not have adopted it? 

Yess 

Then apparently, coming out of its experience, if a 
supplying company, either to prevent drainage or for 
any other reason, makes its considered judgment apply 
to the price situation and it makes a reduction, there 
is no difficulty in having that reach the consumer 

where , where only it will do it3 work? 

In some areas it would be very difficult for that to go 
to the consumer because there are dealer organizations 
aie the United States that, under the various State Laws, 
might be able to get together and control the price. It 
has been one TI have seen it done in any number of 
towns, where the dealer organization has been strong enough 
to hold out for the larger margin when prices have been 
yeduced but<-~-- 

Yes? 

But that could not he done nationaly and it is only for 
the lack of State Laws in some instances that dealer 
organizations are able to do that. 

Then do I understand that the supplier organization, 
faced with a situation of that kind, takes a chance and 
1f their motives are thwarted jthey trust that they will 


not be thwarted in a sufficiently large area to make a 


difference, is that it? 
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fheav is about it. 

Q Of course theoretically again that is wrong, should not 
the supplier that makes the cut heve some means of see- 
ing that his cut is passed on to the consumer, when it 
is that kind of a cut; I do not mean a cut to the dealer 
which is only intendsd to lengthen his margin, there can 
be cuts of that kind contemplated, but when it is a cut 
to the consumer and it must reach the consumer to do its 
work, is there not something wrong about the supplier 
being helpless to see thet his desires are carried out? 

A I would say that the attitude in the United States is that, 
if the supplier attempted to control the price at which 
the dealer sold, that he might be avcused of violating 
the Anti-Trust Laws. 

i) Yes? 

A And instead of prejudicing his position in the court, he 
lays hands off. 

Q Well he is certainly, under this state of affairs, in a 
dilemma because he wants, the whole purpose of his cut, 
which is the kind of cut which was made the other day, 
must reach the cousumer to do the work for him, for his 
company for which he made the cut and then on the other 
hand, you say he nay be accused of conspiracy in restraint 
of trade, and then you say he just does not do anything 
about it? 

A He is not in a dilemma. He really hes no right under our 
law or at least he feels that he:'has no right,-there has 
never been a decision on whether he does have or does not 


have that right,-but the poss:bility of being on the wrong 
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side, by trying to force deuler prices, is so great, 
that he prefers to divoree himself from such action 
and to that extent avoid the consequences of being 
brought into court on an anti-trust violation. 

Well there is not aay law pee hin going Ae the 
retail business just here and there, sort of outpost 
stations, to indicate to the public, to pass on-to the 


public, insofar as he is concerned, the cuts which he 


oo. desires to reach the public? 


Well some companies, they actually thought about doing 
that, establishing what you might call "pilot stations". | 
Yes? i 
But they are vractically non-existent; in a few instances 
where companies have not disposed of their filling 
stations, and I am talking about East of the Kocky Mount- 
ains, the company prefers to follow the retail market 
rather than to establish the price itself and in Washington 
for example, the Standard Oil Company of New Jersey, as an 
example, owns that very large filling station on Con- 
stitution, down near Fifth, about the nearest station to 
the Capital Building, it is a very large one, does more 
than a couple of hundred thousand gallons a month, and 
they have not been abie to dispose of that to a dealer. 
Now the Jersey Company followed the dealer market rather 
than establish a market itself. 

Well now LI think we have got your views about that, Dr. 
Proyese = | 

WAJOR LIPSETT: Before you pass on, would 
there be any difficulty that you can see Dr. Frey, in 


the case under discussion, in the refining company say- 
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ing they are willing to give’ this reduction to any 
dealer who is prepared to pass it ones the public? 

I can only say that is entirely a matter of political 
philosophy and it just happens to be one which would 

not be accepted in the United States. 

You mean, I do not think I made my question clear, sup- 
posing the refining company wished to give this 1 cent 
or wished to give this 1 cent or half cent reduction to 
the public? 

Yes. 

Would there be anything to prevent them saying that they 
would give that reduction to all dealers who would pass 
it on tno the public but would leave their price as it 
previously was in the case of dealers who would not give 
the benefit to the public? 
You mean here. 

Yes, any refinery? 

I really do not feel competent to pass on that question 
because it involves a study of the law which I do not 
Mnow. Now Li it is not.illegal and if i% Is not con- 
trary to the political philosophy of the Province, then 
I cannot see how it can be wrong but in our country it 
would be definitely in conflict with our Federal Leg- 
islation and it would also be contrary to the general 
thought on the matter, so I say it would be wrong. I 
really cannot say that it is right or wrong as a , 
positive thing. It is entirely relative. with respect to 


the ethics of the concept of monopoly and the political 


philosophy of the areae 
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Q Yes, but would there be any law in your country tu sav 
that the Imperial Oil could not give 1 cent more to one 
dealer than it is giving to another? 

A On, tvney* could not do that in the "United States. Ff 
they did that in the United States they would be guilty 
of a violation of the Robinson-Patman Act; that would 
be a definite violation because that would be clearly 
distinguishirm as between types of customers on an ar-= 
bitrary basis without regard to the cust of doing bus- 


iness. 


rae 


You mean they could not say that they would give it to 

a dealer who would pass it on tec the public and not 

give it to a dealer wh> was going to use it to increase 

his own profits? 

A No, they would not dare to do it in the United States. 
That would be a violation of our Kobinson=-Patman Act. 

Q So the price must be the sane to a class? 

A All sales must be made on the basis of a™ype customer", 

determined on a reasonable basis and that would be a 

violation of the principles of the Act. 

hiR. HARVIL: | I wonder if I might be 

allowed to meke a statement which mey perhaps throw some 

light on the subject we are discussing now. Yesterday 

the question as to whether the British american agent 

or lessee had passed on this cut; at that time I was not 

in a position to make a statement but I can, for record 

purposes and for the information of the Comnission, 

give that information now. I am advised that all the 

British American lessees had passed on the cut. That 


means this, in general, that the industry's stations so 
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called represent about 10% of the business and 90% 
is represented by cwned and controlled stations by 
dealers. Now in the 10% controlled or owned and 
leased by the British American, that cut has been passed 
on. I1t wes passed on by voluntary action, arrived at by 
a meeting of the dealers themselves. 

Now the usual experience 
has been in connection with the outside dealers, as 
you might call them, uncontrolled, that in due course 
they follow but one man possibly today has got a large 
stock at the higher price and so far as possible the 
practice is thet he continues to hold the old price un- 
til he liquidates that stock and then falls in line as 
he acquires gasoline at the lower price. 
MAJOR LIPSETT: L suppose, Mrs pHarvie,: you 
want to say also that the British American had given the 
reduction to their dealers, you just mentioned the dealer 


passing the reduction ontothe public? 


Re HARVIE: Yes, I think that is so. 
wAJOR LIPSETT: Your company has. 
Mike HARVIG: Yes, we have adopted that 


same price. 

MAJOR LIPSETT: © . oo To thought: peraaps you mich 
want to say that. 

line PLOTKINS: iIre Chairman, I would like 
to make e suggestion to Wr. Frawley, that he pursue the 
same question but on a aifferent basis which I think has 
more reality, but instead of ccnceiving that the company 
made the cut so that the public got the bensfit of it, 


that he would conceive that it was done for the benefit 
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of the industry and that the only way that could be done 
was to first make it competitive in the dealer's rating, 
and thet from that angle if he will pursue it I think 
you can get a lot more information as to the mechanism 


of the thing in Alberta. 


(Page 14,884 follows) 


- i ’ | : : ay 
ie i Sri a eas Pace : viele 


ee ‘abe rie ao | 


K obs he 


mAd » ‘i 
<a aaa ‘Bed: 


ee 


ore, ae : ie 


an ah haa 
ie 


~14,884- 


Bo. FW. Prey 


MR. FRAWLEY: Well I did not know I 

wes saying anything or I was putting anything else to 

you Dr. Frey than that. Is there a new thought in what 

Mr. Plotkins has suggested es to how this cut was expect- 

ed to work and just where? 

MR. PLOTKINS: Not how it was expected to 
work but how it does work on a competitive basis. 

I think Mr. Plotkins idea is this, that the move on the 

part or the Company to reduce prices was not altruistic 
with respect to passing that price tn the customers as 
customers, but in order to meet a competitive situation 
which in order to express itself then would have to come 

no) the customers. 

Yes. 

MR. PLOTKINS: het ahs correc) shu ttiie 
mechenics of it is this; Lt 18 not necessarhlLy ito he 
reflected immediately as a price cut to the consumer because 
the price cut to the c9nsumer does bring inte focus the 

sim of the Imperial Oil in making that rate, namely to 

put their competitors in a position where their spread 

yan? be narrowed and their competitive weapon reduced. 

ies ie Pichi Wsietr no te 

T think thet is essentially a factual situation. 

So we must look at the effect of the price cut not merely 
what the public gets but wnat thay do not get, because 

what the public gets depends again on the dealers position. 
Take our position, I do not feel like making the cut because 
we are not making any money. But I have f) welok the advant- 
ages or the disadvantages of not making that cut but actually 
where it is affecting me is in the spread between the cost 
of manufacturing or the cost of buying and wheat I can get 


for it as a dealer. Not what I can get for it from the public 
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because I heve not sufficient outlet, neither have 

the Imperial neither have the B.A. go I think if Mr. 
Frawley would go into it from thet engle he would find 
the true competitive situation end the price cut effect 
on the situation. 

MR. FRAWLEY: 1 confess: 2 Pind 2 aifrieuLs 
to follow Mr. Plotkins because I am only concerned with 
this that that price cut of Mr. Helversonts as he stated 
it here and its purpose and all that could not ever be 
ecu.cved, unset whieh he desires from it if 1% did not eet 
Pur Goroueh the dealers and into’ the public, could 3%? 

It ultimately would express itself on the market. It 
Pouce fave to in order to become eiitective. 

Then I do not follow - I should not be questioning you as 
to what Mr. Plotkins means - but I do not understand what 
he means when there is no portion of it would ever achieve 
whet Mr. Halverson ted in mind if it all abided in the 
dealers would it? 

Not unless there was some peculiar dealer situation. I 
think ultimately, certsinly by reason of the fact that 
there is a eee considerable wolume movie by tenk wagon 
would have to ultimately make the thing reflect itself 
to the consumer. 

That is something else. You mean to say if there had not 
been a chenge in the mergin at all, the fact there 
would be a chenge in a large gallonage namely the drum 
trade throughout the Province, it would have done its 


work that way? 


It would have done its werk in that particular business 


of the Province. 


But conceivably again, to use the expression, Mr. Halver- 


conts motive or his company's motives could have been 
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effectively thwarted if the dealers had not passed the 
thing on? 

A Yes they could iiave been thwerted. 

Q Now I have one other question and one other suggestion 
to make. JI asked you could it be done through this pilot 
station whieh the company might operate. I am bound to 
make one more suggestion to see what you think about it. 
Do you think that the operation of a Price Spreads Board 
and it happens thet we have one already in the Province -- 
MR. NOLAN: There was just one point 
Bnet ~erese nd perhaps it is a little easier to do it 
this way before we get on to another subject. 

Q Dee rey, as i understand it most, of ths dreinage jor 
which we have been speaking takes place in the rural 
areas? 


A MOS WLT « 


Q And by rezson of this reduction that is brought into effect 
the farming community will immedietely get and enjoy the 
benefit of that reduction in price? 

A Ves, ft. iss possibile. dor, instanec: aendedethinks hip ise wo 


be hoped for that trectors and other agricultural -- 
MR, FRAWL&Y: Mr. Nolan suggests that 
most of the drainage takes place in the rural areas? 

A JT think whet Mr. Nolan intended to sgy, at least what I 
gathered from his statement was that there is more third 
structure sold in agricultural areas then in town. 

Yes quite so, 
And that by reason of the fact that the lowering of the 
regular structure tank wagon by direct delivery let us 


sey to farmers that the differential expresses itself 


immediately in that particuier section of the trede. 
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Q Mr. Halverson is seeking to get the farmer trade out 
of Acto into Three Star? | 

A He should hope to do thet and then there will be some 
of it moving into -- 

MR. HALVERSON: The farmers have automobiles 
and things too. 

MR. FRAWLGY: Yes. ‘Dut is not Acte in 
rural communities, the agricultural implement fuel. Is 

it not tractor fuel and farm fuel and that leaded gasoline 
does not enter into that particular kind of marketing ex- 
cept very little? 

A Well some of it does. For instance I may quote from some- 
thing that I heard end I think Mr. Cottle can support me 
in it - I was talking with an implement dealer here not 
long ago. He told me that there was e very definite trend || 


i} 
if 


} | 
towards higher compression motors in tractors and that that || 


t 
' 


trend indicated more consumption of the better products 
provided that it could be bought at prices commensurate 
with the gain made through the inereased compression. 4nd 
teenovher thing of course is thet fermers are not all driv= 
ing model T's. Some of them are getting new automobiles 
and the newer automobile really performs better on Three 


Star or other gesoline of that quality than it does on 
third structure. 


Q Yes. 


A But if the differential between the two is sufficient to 
cause the consumer to be hesitant about whether he would 
use a better product or a lower product the tendency 
will be for him to use the lower grade product which con- 


sequently ceuses the drainage. 


Q Yes I know now what you mean. ‘The representative of the 
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Rthyl eae adie told us some time ago, or told me any 

~ way, that there was a great effort being made by the 
Ethyl Gasoline Corporation to not promote the sales of 
machines thst would burn high octane gasoline but they 
were striving very hard to further the use of all tractors 
Which were high compression and which therefore just had 
to have Hthylized gesoline. 

A Yes. [I do not profess to be an engineer and can only make 
the statement as ¢ matter of hearsay But my engineéring 
friends in the Bureeu of Standards tell me that up to a 
certain point of diminishing return, which does not take 
place certainly below 80 octane, that there is a distinct 
edvence in the: power performance in the higher compression 
motor aside from thet thing which makes it desirable in 
automobiles, reduction in weight and size. That surely i 
- mechenical fector « The higher octane product 
does yield more power and the trend in agricultural implem- 
ents as in automobiles is in that direction. 

Q Then Mr. Halverson is desirous now, as I umerstand it, of 
getting the Q gesoline out on the farm and he hopes to do 
it by this 47 reduction, Still leaving the margins thet we 
have. Yes I understand new perhaps that is certainly what 
you mean I presume, when you say that you are not sure one 
way or the other whether the reduction of the 25th was 
enough to do the work which Mr. Halverson hoped it wouJd do, 

A Yes. 

Q Because the farmer hes to give up third structure gasoline 
and in the light of all the evidence we have heard from 
the Mayland Company and from Mr. Flotkins about the run- 
around that you and Dr. Brown speak about, the unorthodox 
marketing plan that you might also call it, which does 


seem to give the farmer cheaper third structure gesoline 


+0 Pike aaa pase | ii 
. apa 4 + 90! ontisess biate 3 
Bi Okieit: My td baw edb alia te 


bse dae ae  eatorbed BUY 86 : Ce as: 5 ee 


oy gue ey REMC Cee ea ee 
at Bar he ti J HED 4 Dyas q 8 i ate a 


MOLES ere ore et 


Ghat Pom Seb rot inline ite at eee 


ng peg ei ee 4 i ane My 
Mineeeen L. Let ed vi a hea oe 


ai 
ty 


Fy Ee } Hs Y de a) fi ity, at Ne 
too! “Raa gmetad ae see: i tb 
JF BBE, GA bike. Hew Sage a io 
de Paci, cribaPain bute ne baled debe (libs tht q 

ie 


Fiery sei cf ae iaie ey A muito wait, bets 


fF AN i 


wad iS ome. poe. eat 5% oe site Ht as . 
eats Hae ads a sire a d donee up 

got. bwraw di, RG senta ; fe! ti bi de 
yp pees oni: pee gett # bats re 
664 rds sak e 


| we /i 
7 
ra 
‘ aa 
%. 
7 


T-4 
6 


Dre of Ws. Frey cite slag 


on his farm, now Mr. Helverson's company is seeking. 
to put Q@ gasoline right on the farms for use not only 
in the farmers car but in his power machinery on the 
farm? 

4 But 1% also goes right elong with it that if the farmer 
cennot see that he is getting more power for the same 
money he won't do it. 

Q He has to judge very carefully whether these additional 
cents he is psying for 2 will do all of the work and better 
than third structure which he is now buying from the Imperial 
Or B.A. or the Lion or any of them? 

A ese. He must consider if he is @e real good businessman; 
he must consider the amount of power thet is being deliver- 
ed at sO many cents per acre or any other figure of measure- 
ment you want to take. 

Q if Mr. Halverson is right then Mr. Plotkins hed better get 
his Sthyl plent working pretty fest or he is goigg to Lose 
avGur 

A The trend definitely is in that direction. everywhere in 
North America. 

Q Now I just have one question before I leave this. what do 
wou unink; do you think well or badly ef the suggestion. 
that there may be an effort to determine the spread in the 
service stations and that that should be fixed and be only 
chenged as such, to be the subjectof changes separate: and 
distinet from changes in the tank wagon. My point is don't 


you think it would be wise to endeavor to make a sharp cut. 


ae 


~~ 


off ee the service stetion price and the tank wagon 


and that Rae “ chenges which may be necessary up or down in 


the service aration spread should be brought about separately 


anc having in mind only the situation of the retailer; and 
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not tied up with the reductions which may be made in the 
tank wagon for a totally different purpose. 

Mis PLOTKINS: And would you add to that 

in view of the fact wat es combination stations you have 
to take thet into consideration. 

MR. FPRAWLAY: Dr. Frey will have everything 
in his mind when he is enswering. 

A In theory I do not object but in practice I do not see how 
it can be done in view of the different types of retail 
marketers and the different levels at which the retail 
trade buys. If they all bought on a common level and all 
sold in the seme way then it would be comparatively simple 
but they con't SO Whice tT think TU 18 perleetiv, 41) rent i 
in theory I doubt whether it wuld work out very well in 
practice. 

Q You do not think that a spread. apart from everything else 
in the industry could be arrived at and put in force and 
made workeble? | 

A It seems to me there would be just about es many Weta one 
to the spread as there would be cases of the spread, 

Q Tt would be difficult to enforce you say? 

Not so much -- it would of course be very difficult to enforce. 
But rather then consider the problem of enforcement it would 

be the initial problem of trying to make a determination of 
hew to adjust for the verious types of marketing. Thet is 

we might have one typs of marketing being done bv one company 
and quite another by enother. The spread for instance \ 

that would be quite satisfactory for the type of marketer 
which Mr. Plotkins has at one time or snother described as 

the fearmer dealer would be quite different and might be un- 
satisfactory for somebody operating on the conventional 


plan, such ss the Imperial. ‘So it would be technically a 


Lg 


eo Sm | 


difficult problem of determining the basis. 

Q There must be something devised must there not to try to 
satisfy the requirements:of the retsil trade, Ps vst of 
all do you not think there is something st first plush 
in any event wrong with there being a 4¢ spreed in Hdmonton 
and a 43¢ spread in Celgary. I eam not seying et all now 
whieh is the right one? 


A flso leaving out the question of mergins? 


Oo 


Oh yes. 

A Just as a matter of observation it wowld seem at first 
look thet the two should be essentially the same. But T 
Go not know positively that there is not any justification 
for the difference. There may be 6 justified difference. 
They are both pretty close to right and neither one can be 
very far wrone. nM 


\ 
But what you do think is wrong as I understand your evid- | 


Fp) 


ence, is the means adopted to bring about that increase of 
+7 in Celesry over Edmonton, thet does not appeal to you? | 


et foes not sppeal to me. Thet to me is collusion, | 
A pp i 


am 
Ce Le A SA ERE, TIA os 
mn A me gua ma 


Q One matter arising out of that. Mr. Hslverson said yester- 


day in dealing with service station spreads thet there ap- 
peered to be no reason why the svread in some outlying point 
should not be larger. It had to be larger than the spread 
im the cities and this exhibit S22 does indicete a great 
variety of spreads all over the Province. 1 think Drum- 
heller was mentioned yesterdey. well compering Drumheller 
with Celeary, we know Calgary to be 43¢, is it not. Drum- 
heller et the date of this exhibit was 0.6¢. 

TH CHATRMAN: Theat is exhibit 322°? 

MR. FRAWL2Y: Exhibit 322, It wes 5.6¢, 
the same kind of spread es Celgery 45% to 100% dealers , 


of service stations. And a plece like Red Desr, just pick- 
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ing out some of the larger places, a place like Red 

Deer 5.5¢ and Lethbridge 5¢ and Three Hills, where Mr. 
Cottle found a long spread at one time, Oe/¢ NOW over 

the tank wagon. In any event without going through ell 
these points because every single little plece is there 
thanks to Mr. Stevens this exhibit was compiled with a 
great deal of trouble on the part of his company - now 
What do you think of this business of the need for a 
longer spread where the gallonage is less in the rural 
perts of Alberta? 

I should say that except in very isolated areas and areas 
Very unfevorably located with respect to winter treffic 
there would not be any perticularily good reason for [| 
there being any marked difference in margin between - 
one area and another. I should say thet it would be Vege 
to look for about the same margins in most every towh. 

That it is our experience that most of the margins in 

any particular area in the United Stetes are about the 

seme whether they ere in towns or in the country and I 

should think thet it would be normal to expect thet here./ 

Yes thank you. What do you think about the feasibility ~~ 
of establishing a maximum spread. I do not want to be 

teking Mr. Campbell's question away from him but a maximum 
spread over the average tank wagon price of say Imperial 

and British American. It would not be very difficult to 
arrive at the average. It would be the same perhaps. But 

what do you think about that or perhaps not taking the aver- 
age but take the price leader in the territory which up to 

now in any event is Mr. Halverson? 
I will heve to think about thet a little bit. | 


MR. CAMPRELT.: And accompanying thet with the 
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thought thet not ‘only the price leader but the complete 
competitive field, tekinge the roof and not the floor over 
the head of say this room here and place thet level over 
the head of every competitor in the field today as the 
maximum? 

Of course the maximum price becomes the going price then. 
No. It does not become the going price because in maximums 
that are set today the prices ere lower than the maximum 
in every case. 

Whet is thet in? 

Suger and flour and meat and the necessities of life. 

The butter spreed is 3¢ meximam, the going is 2¢ but 

the spreed of three cents gives a less efficient competitor 
today the right to exist and thet competition thet epplies 
right today continues to apply as between competitors 
without any interference? 

Will you let me have an opportunity to think about that? 
MR. FRAWL BY: Surely. 

T would rather not jump to a conclusion on that. 

MR. FRAWL&Y: Mr. Harvie has told me some- 
Gene that I did not know. He says there is a regulation 
now promulgated by I presume the Department of Trade and 
Industry - I heve not kept up with some of these recent 
reguletions - that requires that the posted price, the 
reteil service station price be posted in Celgery and 


Wdmontone 


MR. HARVIE: But no other point in the 


Province except those two cities. 
You do not teke and post the retail price ? 


MR. FRAWLEY: Yes in Calgary and #dmonton 


you have to post é price. 
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MR. HARVIE: There is an existing regulation 
and I believe it has been in effect for two years both in 
Calgary and Edmonton the service station operator must post 
his price. That regulation is only applicable to those 
cities and not elsewhere in the Province. 

A IT can answer that part right away that I think that posted 
prices should be posted by all deelers everywhere. 
MR. FRAWIY: We have the sugg2stion from 
you that I personally thought a good one and you leave 
it with the Commission as a suggestion, that he should be 
required to. post his: buying price, his. actual, buying price 
and then his retail, selling price and then texes on top 
of that. 

A I was just suggesting thet aS a method of throwing light 

on the margin, 

Yes quite so. 

You have now given me an alternative question. 

Yes, an alternative one altogether. 


Yes. 


You would like to think about that and answer it later? 


eo > Re RP ie 


Yes I wuld. 

MR. PLOTKINS: Mey I interject to make 
that question a little deeper. You will have to take 
into consideration the Imperial Oil service station on 
the one side where a part of the cost of the overhead is 
absorbed by the compeny, as we have evidence of and on 
the other side the independent that has to absorb all his 
overhead, in answering thet question. 

A I understand Mr. Plotkins they do not want me to answer 
how much the mergin should be but rather whether there 


should be an established maximum margin besed on the average 
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tank wagon price of the two companies. That is the way 
I understand the question. 
MR. FRAWLEY: Yes that is right. 
MR. PLOTKINS: That is exactly it and in 
answering that question you at least in my mind should 
not only take into consideration the two companies that 
both operate on tho same basis, that is leased service 
Stations in which they absorb part of the cost of operat- 
ing, but you should also take into consideration the in- 
dependent dealers, because if you only give a maximum for 
the particular conditions of these two companies you are 
going to give them a monopoly of the business. 
A Well I understood I was not to base it on their operations 
but merely to take the prices, the tank wagon prices as 
@é basis upon which the margin was to be calculated, is 
thet correct? 
MR. FRAWLiY: Risen state that again. I 
did not know you were ssking me a question. (The reporter 
then reed the question back to Mr. Frawley) 
MR. PLOTKINS: If that is the case the 
margin will have to be big enough to take care of the 
absolutely independent retailer who has to bear all the 
ost himself. 
A Yes but I understand thet I am not to give any judgement 


concerning how large the margin should be. 


MR. FRAWLEY: No but you are not prohibited 
from doing it at all. I just thought perhaps that was -- 
well cen you answer that now. What do you think about 


the advisibility of trying to arrange something? 


A No.l .do,.not. think I .should. 
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Q It wes becruse J felt thet thet was your view thet I put 
it the other. way. 
4 Yes. 
MR. HARVI®: May I complete the situation 
in regard to Calgsry and Edmonton. Under existing regul- 
etions the retailer in Edmonton must post a price of 4¢ 
above the tenk wegon and in Celgery he muss; -- 
1 COVMISSTONCR LEPSET?: As a minimum or just that 
exact figure? 
Ve. HARVIe: That exact figure. In : 
7 Calgary he must post e price of 44¢ above the tenk oder 
In other words in the cities of Calgary.and Hdmonton the 
Government are today regulating the posted tank wagon 
Bruce. 
MR. FRAWLASY: well I certainly would like 
Mr. Harvie to present and file any such regulation, I do 
MoU question tim for the moment but) =-- 
MR. HARVIE: Thet is just my informetion. 
MR. FRAWLEY: Li think. liehoudids pitti cially 
= Guery it until it-is-.filed, 
MR. HARVIE: I will check thet and see 
but that is the information I heve, 
MR. FRAWLEY. What is your view, Dr. Frey, 
leaving that,as to whether or not the fermers of Alberta 
or any other kind of consumer purchesing in drums should 
be given the drums free? 
A You meen the service or the drums, 
Q I meen the drums first. I would like them to get the 
gesoline free perheps. 


aes | ———— 
It seems to me tt would be asking a great deal to have the 


oil companies give drums to the farmers free and yet really 


thet is essentially whet they have done. 
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They have really given them to them free? 

A Yes. 

4 Yes now what do you think about that. Is tlt a vicious 
practice or e good one, 


A From the looks of things they could not escape it but /, 


as @ goneral principle I would not want to enunciate thet! 


: : : 
Oil compenies should give fermers drums free, nor any | | 
i | 


other customer drums free. 


9 Whet is the practice in the United States of America? 
A It hes been abendoned so many years except in very unaccess- 


Sole areas thet it herdly counts with us at all, Uxcept 
in the instances which I cited either in the remote places 
in tne mountains or in those fishing caches up along our 
Pieske coast. T think. it Ls undesirable for an oi) .company 

© ive eny kind-of equipment, including drums, free. ] 
| [ao not think thet oil companies should equip a commercial 
[ consumer with tanks and pumps. JI do not think they should 


equip their dealers with tanks and pumps and air compressors 


and ell the rest of it free. I think the consumer and re- 


seller should pay for equipment. 


a) Well you said the practice had been abandoned in your 
country. Do you meen that wes the practice of the country 
in its pioneer days and had to be done and it was abandoned 
later? 

A Well it wes so many yearsago thet most of us who- know current 


eonditions of the industry cannot even remember. I have 
hed it brought to my attention by reports from people who 
heve had many years of contact with the industry. the 
practice in the middle West wes abandoned about the time 
Twas born end in the South west, down through New Mexico 
and Arizone it continued until about cO or 25 years ego, 


at which time there was the so-called case and tin business. 
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It wes rot drums there but the hauling was done in a flat 
wagon, thet we would heve to consider as the counterpart 
of the modern State truck and the package was two five 
gallon tins a a wooden case. The same practice thet is 
going on in other remote parts of the world were tinning 
and casing is still practiced but in those areas where 
drums are, beck in the remote mountain areas, the person 


who does thet business is usually called a jobber and he 


owns the equipment with which he is heuling. 


(Psge 14,899 follows). 


4 

1 4 
ts. 
CS 


‘sha Rie ee 
ie 3 ran nf Pe ai 


‘ 
eK BE ae 
veh gyes a 


y 
i 


f 


- 14,899 - 


And if he owns the equipment with which he is hauling. 

We find for instance in the Rocky Mountain areas we have 
areas where that is going on now, where the jobber drives 
his truck 50 or 60 miles perhaps down to the point of 
supply and hauls back the drums of gasoline on his truck. 
And he owns the drums? 

He owns the drums. 

But the practice as we have it in Alberte. you say does not 
exist in any part of the United States? 

Practically non-existent in the United States. 

Take then two comparable parts, a typical section of rural 
Alberta that you went through, from here to Red Deer, and 

Qa comparable area down in Towa, how does the Iowa farmer, 
living about that distance from his supply point, and with 
about the same sort of roads and other conditions generaily 


being the same, how does he get his gasoline supply? 


-Well the farmer in Iowa gets his gasoline supply usually 


from the tank trucke 

Direet from the tank truck? 

Diroct from the tank trucke 

Whieh goes to his farm? 

Which peddles a route and the tank truck stops, as it goes 
along, and asks the farmers whether they want some gasoline, 
kerosene or whatever it happens to be, or they may receive 
OrderSe IT have been in a place, in bulk plants or in 
jobber points a good meny times when the farmer, being in 
town, stopped in and said, "Next time you are out, Bill, 

T want a couple of hundred gallons of gasoline", or whatever 
it happens to be or in the harvest scason they will get a 


hurry-up call and say, "How fast can you get out here with 
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Soms gasoline" but the thing is handled in tank trucks, 
almost 100%. 

Q Then what is the receptacle on the man's farm? 
The farmer either owns drums or a tank or tanks; in some 
esses he may even own underground tanks and drive his 
tractor up to the filling point just the same as you will 
seo in some of our filling stations. 

q So the farmer owns the receptacle or recoptecles on the farm 
into which the tank truck of the supplier makes delivery? 

A YeSe | 

Q That takes us then right to the qwstion of price ---- 

Q MR. HARVIB: Pardon me, is that practice 
more or less universal throughout the States? 

4A Almost entirely throughout the States. The only exceptions 
that I know of are in aroas of very low density of population. 

Q MR. FRAWLEY: why did you say a moment 
ago, Dr. Frey, that the practice was inescapable hero, the 
manner thet the free barrel came about? 

Dig eee 
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I think it came about here by reeson of the fact that very 
few of the country points do business enough to justify 
exclusive dealers in petroleum products and that the merchant 
here is a mixed merchent. He may be an elevator man, a 
hardware man, an implement man or any one of a number aya 
other things or he may sell life insurance, fire insurance 
and many other things and incidentally carries on this 
business of distributing petroleum products and his tank 
truck would be worthless except for the purpose of the 
delivery of these petroleum products, so he really is making 


the truck do morethan serve as to one industry in his 


ue 


+ 
‘ 


x 
a 


0-5 


3 


~ 14,901 + 


Bee cs We Prey 


se 


operation and it seems to me that in the less populous 
areas in the provinee, that we must continue to expeot 
that type of service until the road conditions and the 
density of population advenees to the aay Weeee it 
would justify cutting the tank truck operation. You 
sce your Aisnet ey of population here, as I recall, is 
agottec.e 75. Our density of dee NO A: in Iowa is, if 


I recall it, 42, so that you really have a different 


problem here. Hiern 
Yese zs 
Ms NOLAN: May I ask Dr. Frey, 


having regard to the system of not having a full-time agent, 


is it not more eeconomiesal in the long run? i} 


I think it has worked out to the best advantage of all || 
i | 


; | 
} 


coneerned. You have, for instance, quite a number of 
agents, one company or another, at some point. Well 

they can go about one kind of business in one season of 

the year and something else at another, and it does not 

mean such a heavy carry-over against the petroleum 

industry as would exist if that were the only business 

in which any one person were engagede I think that the 
employment of time and the possibility of earning something 
on the cutside with something else is better or greater 
under present conditions than it would be if all of those 
dealers were confined in their activities to one specific 
type of operation. 

THE otla IRMA: There is reason why 

one cannot understend that whieh is suggested by Mr. Halverson, 
that the spread should be greater in the country, where they 


are earning their living out of other things? 


- 


ret 


- 14,902 - 


4 That is the reeson that I came to the conelusion that I did, 
that I did not see any occasion for any higher spread in 
general to the country desler than in town beeause in a 
very large number of instances the country dealer is 
engaged in other lines of activity in which petroleum and 
its products is only an incident to the rest of the business 

except it would be, in the event that he were dealing exclusively 
aS a service station operator, in quite a remote area, and 
I might say for instance that perhaps at a point like Banff 
or Jasper, some place like that where my statement would be 
absolutely fallacious, but I am talking about the typical 
Situation over the province. 

Q MR. NOLAN: Dre Frey, it is a fact 
though, that most of the farmers buy at the barrel prices 
in barrels, which leaves very little left for the dealer 
by reason of ordinary retail sales? 

A His retail seles are reduced, that is true, but on the cther 
hand it scems to me he should not have a very high handling 
expenses 

Q MR. FRSWLEY: He just has: gq pump in front 
of his hardware store or his grocery store, as the case may 


be? 

A Yese tT remember when I was running paealiive for instance, 
I used to get about 2 cents a gallon margin and I think 
that that would be my position, my position was more or 
Less the position of the country storekeeper who was 
selling gasoline on the side. 


Q MR. FREWELY: pr. Frey, the question 


about price, we have been told --~ 
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THE CHAIRMAN: Pefore you leave barrels, 
please, Mr. Frawley; Dre Frey, you know something of our 
density of population now and you have learned a very great 
deal about the situation here in Alberta on your two 
visits, would you say that we had passed the point or 
stago, the pioneer stage, and that the farmers should 

buy their barrels or not? 

I would like to divide the question into two parts and 
first state that Alberta is still frontier. It is one 

Or the few frontiers still left in the Americas, in 

North ree and tne next thing that I would Like to 
statc is that it strikes me as a general principle, and 

not aS a consequence of the first statement, but that 

the farmer should supply the ocuipment that he needs to 
carry on his work and part of that equipment is storage 

for gasoline. Now then I make that as a general statement 
knowing no solution for dealing vith the situation, The 


oO aia 
farmer must have the drums-/ He must have the gasoline, 


) 


4f he is to continue pover farming, but just how this 
peculiar situation would work out as between companies 
that never contributed any barrels and companies that 
have contributed many barrels and farmers who have bought 
barrels and farmers who have not bought barrels, it seems 
te me it is a puzzle to know how it will work out. 

I am speaking of the future. Perhaps the companies 

that have furnished berrels cannot collect them back but 
I mean starting as from today, from September lst, as from 
scratch, it is true the farmer cannot carry on business 
without conteiners for his gasoline? 


YeSe 


_ i ~ re 
Soko ek Gk BEE - 
¢ 8 2 site vig oc 


Rat Sel os 
q he Pe 


x ate rh ” 
Ha fi balck 
SERS A SRE eee 
ren Ta ” JY Es Ail 


C-5 
6 
~ 14,904 - 


Dr.- de W. Frey 


Equally he cannot use the gasoline unless he has tractors? 


thet is right. 


@ 

A 

Q But he is not given the tractors? 

A No. 

Q why souls he be given the gasoline containers? 

A ( I do not, I -annot really subseribe to the idea that he 

x should be given the containers. Theoreticslly they were 

Bete ened. snd perhaps when there were fewer eccumpetitors here, 
the companies that did that may have thought they were 
justified in that they got the drum back and no one else 
got the business but from what I have learned here, there 


has been a very, wery great deal of difference in the 


contribution of drums to the main CaUSGe 
: a 


= 
THE CHATRWAN: YeSe 
Q MR. FRAWLEY: Then a word about price, 
Dr. Freye We are told that the practice is that the 


decler, the dealer pays posted tank wagon price less one 
cent and assuming, of course, the 100% dcaler because we 
heve been told the other feilow is negligible, that the 
dealer pays tank wagon price less one cent but the farmer: 
pays tank wagon price; that the agent gets 1 cent on 
the sale to the dealer and that he gets 2 cents on the 
sale to the farmer and also that the delivery is made on 
the premises of the farmer; that being in a word what 
the prectice is, what are your views about the price which 
the farmer pays and if you have any suggestions to make 
whether or not he should pay that? 

THE CHAIRMAW: It may be involved in 
your guestion, Mr. Frawley, I am not just clear, but I 
Would like, I for one would like to have Dr. Frey's views 


¢s to whether 1%. is or Is not free delivery. We have had 
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that much gébated. One side saying that the farmor does 
not get free delivery, he pays for it and he pays plenty, 

and the other side saying "Jell ee does get free delivery 

and it igs not right that he shoulda". | 

Q MR. FRALEY: I think that is something 
you are going to have to decids, Mr. Chairman, if we du 
not continue t> prevent you from doing so by conflict of 
evidence. All I was trying to do, Dr. Frey, was to 
state what the svidence is about this farmer delivery and 
dealer prices and dealer delivery and then invite your 
comments on it? 

A Do you mean as to whether the farmer should pay more than 
he doses or less than he does or the service station should 
get more or less discount than he now does. 

Q Yell, do you think the situation just as it is, dc you 
think the situation just as it is is proper anaes you 
any recommendations, any suggestions as to how it might 
be changed? 

ts It seems to me first of all that the present situation 
is historical and the question revolves itself around the 
problem of chamnslLizing and how desirable it is to channelize 
particular types uf merchandising. Now -<=~ 
MR. FRAWLEY: Dre Frey, if you would like 
a little rest. I have not been paying much attention to 
you but if you would like a little rest I wish you would 
say so? 

A I rather would. 

THE CHAIRMAN: I am glad it has been 
ealled to our attention. We become interested and forget 


youe 


id the ' 
ri be one 
vies 


Ma 


is: rine “ge: 
Fe oh ‘4 


, ra 
* axe Pe, 
i ily ’ Wyss A | 


- 14,906 - 
ie. ds Ws Frey 


WITNESS: Thank you. 


( An adjournment of fifteen minutes was hore taken.) 


TH CHAIRMAN: All right, Mr.» Frawley» 
Q Me, FRAWLEY: { To Dr. Frey) Dre Frey, you were speaking 
about, L head put to you this matter of free delivery and 


the other matters which impinge upon that, will you deal 


with that? 


A Wo were dealing with the commission agents there. 
Q The eonmmission agent in the country? 
A Yes. The commission agent gets two different prices, he 


gets a price of, he gets a commission of 4 cents for nis 
farmer business and he gets a cent less on his filling 
station business. The practics has been in the conventional 
type of operation for the commission agent to make delivery 
to the farmer ata price «.stablished py the company un which 
he gets a 2 cents commission» Now part of the enmmission 

is besed on the fact that the commission agent employs 
equipment for delivery. This is a common practice through- 
sut She United States and while it is not usually called 
"fras delivery" it is done just the way it is here. The 
commission is about the same in a good many instances. 

In some areas the commission agent gets a little more and 
there is a variety in what the company undertakes in 
supplying the dealer, or pardon me, the commission agent, 
either with equipment or gome other type of rermineration. 

The net effect is that the distribution system, in that 
particular respect, is very much alikc.» Now it is 

entirely possible in some places that the Commission agent 


may split some of his commission with the farmer if the 
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farmer comes into town and gets the products himself. ne 
do not believe that there is any standard practice on that 
and I do not know that, I do not really know the position 
of the company on such action on the part of the commission 
agents but the commission is paid un the idea of the total 
ssrvice performed by the agent and the expegient of 
delivering is a part of that business. 
Now assuming that the 
deliveries were made entirely, no, that is an incorrect 
assumption, assuming that the farmer came into town anc 
bought his product at the place of business, that would 
not of necessity make the business appreciably mure 
lucrative for the commission agent because he would still 
have to maintain the truck facilities which would have less 
employment. We would still have to make delivery to tne 
dealer ee he still would have that truck for the other 
part of his business, which may be something entirely remote 
from the gasoline business and as a result it does not 
follow that when we say that there is one cent difference 
between the delivery price tu the dealer and to the farmer, 
that that 1 cent represents transportation and nothing 
but transportation bceause that 1 cent difference figures 
into the total of the commission agent's operation both 
with respect to the farmer, the dealer, and such other 
business as he may have, that involves the use of his 
truck, so that it is not quite fair to say that the farmer 
pays 1 cent for delivery, nor is it quite fair to say that 
it is free delivery. It is really, this commission 
represents the commission on the total of his activities 


as ths agent in which 1 cent difference sxists between the 
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dolivery to the farmers and the delivery to the filling 
station. 

Q MR. COTTLE: The differontial, Dr. Frey, 
in the commission, that is the 1 eent for dealer delivery 
as compared with the 2 eents for farmer delivery, coincides 
with the differential and the price that the farmer pays as 
compared with the price the dealer pays, is that not correct? 

A Yes. 

Q And apart from the other thing which you mentioned, it is 
quite cloar frem that, that theroc is no free delivery to 
the farmer inasmuch as the farmer pays the difference in 
what is paid to the commission agent for the delivery, 
is that not the Logical conclusion? 

Sb He pays one cent more than the dealere I think it might 
be just a little bit difficult to determine what percentage 
of that is transport but some part of it is transport and 
it is not free delivery because part of that delivery 
eost is included in the commission. 

Q Pet spon ng from the point of view of the company, is it 
not immaterial tc the company whether the commission agent 
delivers to the farmer or whether he delivers to the dealer, 
for the reason that the company nets back the same amount 
of money from each transactivn? 

A | The company nets back the same amount in either case. | 

So that from the point of view of the company it is ee ay 

whether the delivery is made to the farmer or not, and there- 

fore, from the point of view of the enmpany, the delivery 
cannot properly be termed, "free", is that not a reascnable 
conclusion? 


S I think that is reasonable. 
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MR. FRAWLEY: I wonder if it is fair 
to set right down in the mieee of this discussion, the 
fact that the companies do sell to consumers, not farmer- 
consumers, but other kinds of consumers, at dealer prices, 
HOt at 1 cont more. You do know, of course, that they 
still sell the small consumer, the size, the evidence fs, 
it does not make any difference. they still sell to 
consumers at 100% dealex price, and I do not know why 
there should bs any difference between the man in town 
and the man on the edge of town and I wondered what your 
views are about that. I know, of course, that that 
consumer in town who buys at 100% dealer price has some 
equipment, buys some equipment from the company, and 
pays for it over a long veriod. I think some of the 
evidence is that no interest is being chargdat all in 
the case of some companies, what do you say about that? 
Well I do think that transportation enters into the 
guestion of the differential that exists. 
You think that transportation does? \ 
I think transvortation does enter into it but just how. 
much, that I do not know and I do not know whether it is 
calculable but there certainly is a difference between / 
delivery to a customer in town and delivery to one 8 or 1C | 
miles out in the country and of course, there is @ difference 
also between the one who is three miles out and the one whe 


is ten miles out. 
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Yes? 
And there probably is no accurate computation as to how 
mach it costs to deliver 3 miles out as compared with 10 
miles out. So that that transportation item averages, 
has to average out, and it represents a juégment on the 
part of the company that gives the commission as to the 
averaging out of that transportation cost. Transportation 
ta on element in the operation of the commission agent's 
business. | 
wetl, Dr.’ Frey, to be concrete ‘abont™it, and have your views 
on it thoroughly, in the City of Edmonton, which is very 
widely spread out, I would say that it would be 6 or ‘7 
miles from the Imperial Oil Company's bulk plant on Icist 
Street to North Edmonton, where they would probably have 
G@aite a few of these commercial accounts. “Now, there is 
a long delivery, which is made to that man at the 100% 
gealer price. As against that doubtless we would find 
in some of the country points that delivery is being made 
to "farmers “jus v a Lew nies, 2. Oo" Or" 4° mrt es treme tie 
village, and he pays the posted tank waggon price. Now, 
to me - I would like to have’ your views on it - but-to me 
that is a glaring ineonsistency. There is something 
wrong about that, as far as meeting transportation costs 
are concerned. Why this concession to this consumer as | 
1} 


ee ee 


long as he is in the town and the consumer in the country} 


1% 


pays 1 cent more? 
Well, the consumer in town, we have a salary point there 
as far as the Imperial is concerned, don't we? 


Yes, a salary point in Edmonton and a salary point in Calgary. 


> 


And is the delivery a drum delivery or tank waggon delivery? 


Tank waggon delivery. 
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Dr. J. W. Frey: 


is it a routed delivery or on call? 

Well now, I am not certain about that detail. It is the 
same kind of delivery that is made to the dealer. care So 

not know what you eel routed, you mean-~--- 

THE CHAIRMAN: Going around regularly. 

I wonder if Mir. Halverson would describe the situation. 

MR. HALVERSON: The only places where we sell 

to consumers at the special prices referred to are in the 
cities of Calgary and Edmonton and the gallonage sold in 

the aggregate to these consumers amounts to very little 

as compared with our total gallonage. But in the cities 

we have our own company-owned equipment operated by our 

own men. These consumers are located down town and when 
we are delivering to a dealer it simply means we, perhaps, 
gO another 300 feet and deliver to the consumer into his 
uiderpround tankage and our only extra éxpense is the 
gasoline of getting him there that 300 feet. In the \j 
eountry, whether we deliver to a farmer 3 miles or 10 miles 
away, we pay 1 cent a gallon commission on that business. ) 
MR. FRAWLEY: He pays 2 cents commission. 

He pays 2 cents commission on the farm business and he only | 
pays 1 cent commission on the dealer business. | 
t am looking at it from the standpoint of the consumer, the 
town consumer against the country consumer. Mr. Halverson 
says they are located down town. Now, he might call North 
Hhdmonton down town in Edmonton, but i say Lt is miles and 
miles away from his bulk plant. It is true out there near 
the packing plants and other consumers he has there he would 


have dealers'and so he goes from the dealers to these 


consumers out in North Edmonton. I am trying to give you 
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the physical comparison with something that must compare 
very well with a delivery by an agent to the farmer in 
the country, as far ag actual physical transportation is 
concerned, and on the difference in the price that is all. 


£ do not know that you can justify these differences 
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eouisoly it terms of transportation nor do I want to say 
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that the pea is one that in making the differential 


ad ———— - 


between the commercial consumer and the farmer has been 


given any long consideration by me. The prineipal kick, 
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I would say, was not with respect to the farmer and what 
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he is paying over the commercial consumer. I should say 


it would be, the principal kick would be with the dealer, 


¥ ff 
; that the dealer might say that the commercial consumer’ | 
i { i 
. { z A e § 

was getting too low a price and that he was being taken \ 


away from him. 
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True, and that he was a dealer’s customer and not a supplier's 


2 


customer. That is what they do say in this commission. 


| Bat with, the farmer; I cannot see that the farmer is noite ® 


) Hy injured by the commercial consumer discount. But it might | 
| affect the business of the dealer. 

a) wer, that is true, and I am glad to have your views about 
) is I am not saying that the farmer complains and puts 
down as against his situation the situation of the 
commercial consumer in town. Perhaps he does not know 
anything about it. But I am suggesting it to you as 
something that has emerged from all this evidence that 
would seem to be somewhat discriminatory in the company 
having a policy for town consumers and another policy for 
country consumers? 

A They really do not classiry exactly. The thing that I am 


at a loss in this matter on is I do not know whether there 
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aré any minimum deliveries and I do not know what the 
average commercial consumer business amounts to, and I 

do not know how it compares with the filling station fill- 
mos. |. am just short of informations 

Then I certainly will not press you too far at all. 
Perhaps we do not get very far by being so concrete as I 
Reve been in the habit of being. But it seems to me iz 

fe yere im Laermer living ak a. respectable distance from a 
town, 2 or 3 miles, and was willing to go to Mr. Halverson 
and buy @ pump and a tank and pay him on these long | 
favourable terms that he gives, that I might. do that af 

I could get the 100% dealer price? 

As I understand it, that applies only in two points 7 | 


it does not pabely to commission stations. 


1 ht CALA PPS APA 


pert nag — 


Yow, that is ee Sone i% does not. Mr. Halverson prise 
that business on a commission basis am leaves that worry 
to the commission agent. I just suggest that might not be 
just good enough for -.r. dalverson's company and that 
they should not permit that discrimination, if it be a 
discrimination, to exist. They should treat all consumer 


customers alike? 


| Well, I say I do not know the facts. If I knew how much 


\ the volume was going into this commercial consumer business-—--- 


Probably Mr. Cottle could give you what information he 

has gathered up, perhaps overnight, or if you think it 

is worth while you might make some further statement about 
it after you have asked rr. Cottle for some of these facts, 
perhaps? 

Or perhaps may I suggest that the Imperial til might make 


a statement when I step down from the stand and let me 
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arse I Ns Boy, 
comment afterwards. 
Yes, that is a very good suggestion: 
MR.e COMMISSIONER LIPSETT: While you are on that, do you 
want to get Dr. Frey's views as to whether the new system 
adopted by the B. A. has advantages or whether he wishes 
to express any opinion on their distribution method. 
hiaybe it ig entirely just for the companies themselves 
or, perhaps, Dr. Frey might like to express some opinion 
as to which is better for the public and the industry 
Lyset? 
preter not” tO". I have endeavoured not to distinguish 
between the relative merits of company operation, and 
worerer’no. to at “ah can be “avoided. “Ti iL" were' to 
comment i: would prefer to have the British American make 
a brief statement on their claims and I might then comment 
on their *tlaims. But I> “really very mich prefer’ nov to 
comment on the relative merits of the two types of company 
operation. 
That P@a"quite’ satisractory, as far asf am’ concernec. We 
have, of course, a description from both companies as to 
their systems and why in the case of British American they 
decided to change. I did not know whether you had any 


views about it. That was all, Dr. Frey. 


MR. FRAWLEY: Now, Dr. Frey, you said something 


about a gasoline experiment in North Dakota and I wondered 
how long it would take to give the Commission a very 
brief summary of that, if it could be done in a few words. 
Or if you would rather do it by leaving some literature 
with us. I think anything at all of that sort, which 


just simply arose out of the Chairman's questioning of you 
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this afternoon ---- 

I think it would be better to refresh my memory of the 
exact happenings in that. The thing that really grew 

out of it was the adoption by South Dakota of a uniform 
price law. The experiment by the State failed but a 
uniform price law did come into existence as a result of it, 
and in that law any oil company doing business in that 
State has to adopt a base on which it ealculates its costs, 
and that e the base points Ti Oo Rasnenaee they decide 
that Group 3 will be their base then it does not make any 
aifference where the product comes from. That base must 

be adhered to and the difference in price betwe@m one part 
of the State and the other must be geared to the trans- 
pOrsation differentials. And that is essentially, it 
really is very much like the pattern that is employed by 

Mie wlmpertal, 1b, Of course, wmheans (This, that wi th & company 
like the Standard of Indiana it does not make any difference 
where they get this gasoline, whether from Group 4 or from 
Indiana or from Wyoming, ne price mis’ all be geaxed to 
whatever price jt adopts as the base for its operations in 
the States. 

Dr. Frey, one other thing. The Imperial Oil Company and 
companies generally sell their lubricating oils in Alterta 
at one price. As I understand, the price 1S the same at 
Grande Prairie as it is at Coutts. What do you think about 
the feasibility of doing that with gasoline? 

In the case of lubricating oil the quantity involved in the 
mass ig not nearly as great, it is a very small fraction 

to gasoline. As a matter of Governmental philosophy I 

eould very well understand a State that would say that 


everybody would buy gasoline at the same price everywhere 
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in the State regardless of where it was located. 

But in doing that I also recognize that the people in the 

more fortunate gcographic positions would be paying a 
royalty to those who are in less favoured positions, 
Petia nay there 1c nothing much to be said about 

it. J cannot condemn it. I certainly would not recommend 
ar Simply because the people nearest to the refinery 

would have to pay for the distribution to the more remote 
points, which is in conflict with the basic geographic 
premise of comparative cost. 

Veer. trey, it it happened. that the Lubricating o7ls 

of the Imperial were made at Regina or were made in Calgary, 
then we would have precisely that situation. I must 
confess I was surprised when I first heard that the people 
in Calgary paid no more nor no, less than the people in | 
Grande Prairie for lubricating oils, because that certainly 
meant that the people in Calgary were paying some of the 
freight to Grande Prairie, were they not? 

I should say that there is an eyualization of freight. 
There must be; otherwise, Mr. Halverson could not possibly 
sell his Marvelube for the same price per gallon in Grande 
Prairie as he does in Calgary. Now, they invoked that 

sy stem. That did not involve any, to use your expression, 
Government philosophy. That was just what the Imperial 

Oil thought was a fair way of selling lubricating oils, 
was it not? 

Yes, it is a question of an advertised product at a 
standard price. It probably is much the same as a box 

of Kellogg's corn flakes or a package of grape nuts or 

any number of things of that sort would sell at a standard 


price. But ore just has to remember that the volumetric 
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relationship is very, very different. Also that there is 

a great difference in the amount of margin that there is 
in lubricating oil as compared with gasoline. I think 

Mr. Cottle very aptly put it the other day. I think he 
made the statement on the stand that he would rather pay 
more money for a product that he used less of than more 
for a product that he used more of. I think that was 
substantially the substance of his statement. 

Yes, but he is paying more, even if it were a price which 
varied, which varied with the miles between Calgary and 
Grande Prairie, and Mr. Cottle Lived in Grande Prairie, 
then he would have to pay more for the Marvelube that 

ne used less of than the 3 Star which he wed wore oF? 
Yes, but the percentage change is so much greater in 
Rie Goose Than in’ the Other. AS cent change. in’ a prodiuse 
Met Te selling for say 12 eenteis. very different rrom 

a 3 cent change ina product that is selling for $1.00. 
Tiere is an opportunity for creating a uUmbitorm price ot 
the higher valued products without producing a series of 
inequities to the customers who do not participate equally 
in the freight. It is the percentage change that you 

have to deal with there. A gallon of gasoline from here 
to Edmonton, I think; is 3 Gents, is 1% not? 

MR. COTPLE: It was with the old freight rates. 
That is the one I recall. It was 3 cents. What would be 
the cost of a gallon of lubricating oil from here to 
Edmonton? 

MR. COTTLE: In carloads it would be the same. 
But lubricating oil would not move from here to Edmonton. 
If the Imperial, it wouid move directly to Edmonton from 


Fort William at the same freight rate as it would to 
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Cal gary. 

Well, let us suppose that it were the same. Suppose it 
were the same as gasoline, which it is mt, but just for 
hypothetical eer Then we have 3 cents against a 

12 cent product in the case of gasoline but in the case of 
lubricating oi1 we have 3 cents against a $1.00 product. 
So that the opportunity for absorption and equalization 
ee be much greater in the case of the higher valued 
product, gasoline having been reduced toa relative ee 
bottom basis. 

Pppe testing O11 Lends itself.to' pooling ef the ereiehs 
fates and gasoline, in your.view, I take it, does, not? 
ec ee NO U4 The, other Lacion, OF .course, 13 wane t 

you may move 40 or 50 gallons of gasoline to every gallon 
Ore Livracating. oi].. 

Thank you. 

MR. NOLAN: Ye have nothing to ask, thank 


VOU) 2 Ls 


THE CHaATRMAN: Mr. Harvie? 
MR. HARVIE: Nothing, Mr. Chairman. 
MR. PLIOTKINS: Mr. Chairman, before asking 


these questions of Dr. Frey, I would like to make a short 
statement on this question of drainage so as to be able 
to question Jc. Frey ‘thea asisern ie. if 1 may? 

THE CHATRMAN: You can make a hypothetical 
statement. 

MAS. PROT INS: Well, an actual statement of 
what is taking place. That is what I wish to say. 

THE OCHAIRMAN: You cannot make an actual 
statement there. You cannot do that. You can make a 


hypothetical statement, of course,or you can appear on the 
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witness stand and subject yourself to cross-examination 
and give evidence. But you cannct have it both ways. 

You see, the reason, Mr. Plotkins, is if you make a state- 
ment and you put it to Dr. Frey as true, cross-examiners 
might satisfy Dr. Frey that your statement was not true? 
MR. PLOTKINS: eunderstand that. 

THE CHATRMAN: Phec Ts bhe (oni  Treqgon. Lor eG. 
Prisinoy just technical. Ltd aiwery mean reason. You 
can put a hypothetical case. 

MR PLOTK ENS: So I will make a statement and 
assume it is hypothetical. 

THE CHATRMAN: ves: 

MR. PLOTKINS: he Satie tio vas 2 see) ia. 

Oe, Brey iisyinstead of the ldraingge, being tromate" sbrend 
to” Sedwerade lin the clagt .two.wears or the hastithree yoars, 
5 tooo ween, thew ther way pdand therrdason Wore Wai gumeny 
apparent, that as the amount of absorption gasoline 

and the amount of naphtha and the amount of 4rd grade 
manufactured by independent companies has been reduced in 
volume the pressure on the market has also been reduced 
with the gasoline. It has further been reduced by the 
fact that the farmers are increasingly buying tractors 
with higher compression engines, so that the situation is 
exactly the reverse of wnat has been painted here. And 

if you will accept that hypothetical case or set of facts, 
would you say. that the price cut situation depicted by 

Mr. Frawley, and I understand that ig the position of the 
Tmperial; would place the cause of the last drop in price 
to drainage? 


THE CHAIRMAN: Assuming----- 
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A I have talked this matter over in the hall with Mr. 
Plotkirs and Mr. Meltabarger also, and it seems to me 
that I should not answer that hypothetically; that I 
should answer it on the facts, and I would like to suggest, 
if I am in order, that Mr. Plotkins and Mr. Meltabarger 
be given an opportunity to present the facts and that I 
answer thut on the facts. 
THE CHATRMAN: The witness suggests, Mr. Plotkins, 
that you make your statement, submit yourself to Hitbise 
examination and the nett result of what emerges be the 


basis of his consideration. 


MR. PLOTKINS: { think that is fair enough. 
THE CHAIRMAN: Yes, all right. 
MR. PLOTKINS: In dealing withthe advisability 


of Government regulation, Doctor, one of the matters that 
I think you have overlooked is, and I am going to ask you 
Moscone aac orsnet;, thatetendsuto selfsreputetion in 
the industry, is the constant technological improvene nt 
that brings about pressure by smaller competitors or 
owusiders) to get »in the market. Isrnot.thatca faetor 
that seriously helps the publie to prevent a condition of 
monopoly? 


A Yes, I agree with you, Mr. Plotkins. 


Oo 


Now, in this Province, I am assuming you have had it brought 
to your attention, we have another factor that created a 
competitive condition apart from the price, between the 

two major companies on "Q", and that is that the farmer or 
dealer can buy his "qQ" gasoline in Calgary at the same 


price from two or three or four companies and he can 
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Geli Ver *r 5 v0 fee consumer in the country at a reduced 

price, over maybe the Imperial or the British Amer icen, 

and would not that in itself create a competitive condition? 

Under the situaticn which you have outlined it definitely 

would. 

Well, is not that the situation that existed here with 

truck neiieeres Be against railroad deliveries by the 

companies? 

I understood that that was the case. 

And have you satisfied yourself as to how much that 

difference actually amounted to in some cases? 

I have heard the statement and 1 do not remember exactly, 

but it seems to me —- the extent, the full extent of it 

i canner: recail’-‘but Tt sees to me tis in. the 

neighbourhood of a cent or thereabouts on an average. 

Matis correct. ‘Now, a one cent 4a gallon differenoce 

would certainly shift gallonage, would it not? 

tT am inclined to believe it would have a strong effect. 

mo bola. wher may be one effect of causing. Lim | 

companies to reduce prices to meet the situation? j\ 

That would be a matter that would have to be given 

consideration. 

Yes, so that while the tank waggon in Calgary did not 

cause the drop in price, the method of transportation and I 
ti 


selling has the effect of competition in the "Q" and t 


+3 
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Ethyl grades? 
Ch,-y¢@s* my theory is that price is not the consequence 
of any one thing but that all factors are taken into 


account, of which the reduction of the transportation, 


or the differential in transportation in one type of 
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in competition. 
Now, in the United States, Doctor; is it not a fact that 
the poople who are clamoring for regulations is not the 
publie but politicians? 
MR. FRAWIEY: MrowPlotkins ,o Wo) you mind before 
you leave that subject if I clear it up. Do I understand 
that you are putting to the witness that by the coming 
into the market picture of the short-cut dealer, buying 
"Q" gasoline from one or other of two places where he can 
buy it in Calgary, that that results in some reduction 


Wivone selling price? 


MAA PLOTRINS: Yes. Not from the companies. 
MR. FRAWUBSY: From these short-cut dealers? 
Mi.G PHOTKINS ; Yes. 

’ MR. FRAWLEY: And it was sold to the consumer | 


at destination at lower than the price of "Q" gasoline? | 
MR. PLOTKINS: Yes, that is the result of 

the operation. 

MR. FRAWLEY: Where was there ever any 
departure from tank waggon, the posted tank waggon on 

ee ro aso Line 7 

MR. PLOTKINS: Weil, t wall explain one 
transaction and make it conerete. One of our dealers comes 
to the Lion Oil service station in Calgary and pays the 
posted tank waggon price for "9" but due to the fact. that 
he ‘lives in Didsbury, and that the freight rates, the o1¢. 
freight rate to Didsbury was 1.6 and he is able to 
deliver to the farmer direct for 1 cent or less, he lays 

it down to the farmer consumer for 1 cent over the Calgary 
price instead of 1.6. 


MR, FRAWLEY: But I am talking about the 
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service station consumer in Didsbury. 

MR. PLOTKINS: It would be exactly the same 
Situation. The service station consumer would air ake 
cartage man in his district to come to our station or 
Someone else's, or even to the Imperial bulk plant, if 
they would sell him, and cut the cost of delivering to 
that service station in Didsbury and make it a lesser 
price. That is one of the reasons that the Imperial 
has had. to Shy ic that situation. 

MR. FRAWLEY: Does the service station 
customer at Didsbury get any better price from that 
dealer than from the Imperial service station dealer 

in Didsbury? 

MR. PLOTK INS: Yes, for this reason, that the 
Service Sstatvion dealer having bought gasoline at a lesser 
cost is now enabled to get so much more money either to 
improve his own standard of living or go about getting 
more business. Usually, he will use that to give a 
concession so as to get more business and while no one 
customer might get a reduction the aggregate will 

get that reduction. 

MR. FRAWLEY: I hate to menti-n what I was 
accused of mentioning yesterday, it all comes back to 
that, that the posted service station price stays the same | 


’ 


i 
but having got his goods cheaper by going about that way, \ 
in a secret way he passes it on. . 
MR. PLOTKINS: Not in a secret way. 

MR. FRAWLEY: What happens’ the posted 


service station price? 


MR. PLOTKINS: Well, I will answer that if you 
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214 Yeas 
Dr. J. W. Frey. 


wish it. Perhaps Dr. Frey could tell us better than I 
could. He could use better language anyway. As I 

view it and as I know it is a fact, because we do it 
ourselves, we are then able to consider whether we will 
give extended credit, whether we will take longer 
ehances with peopls. But in the aggregate we increase 
our cost of doing business and get more gallonage. Do 
you understand that? 

MR. FRAWLEY: Well, I cannot confess to too 
much understanding of it. I am going to try and educate 
myself about it. But i have an Exhibit here that tells me 
what the spread is in Didsbury. Or it pretends to tell 
me what the Didsbury service station price is. Perhaps 
mous jue a tietion, I do not’ Know. 

MR. PLOTKINS: You have evidence that even the 
Imperial Oil have different prices because they have to | 


meet competition in different points and one dealer will | 


pen a Genve Of. afd ther other Only Ta 

MR. FRAWLEY: What happens to the consumer? 
Mh. PLOTKCINS When the Imperial gives a 
better spread to the dealer the dealer is enabled to 
pass it on to the consumer in one form or another, not 


exactly in a reduced price. 


(Page 14,925 follows. ) 
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MR. FRAWLEY: Reduced posted price. 

MR: PLOTKINS: Reduced posted price. 

So that if it helps a tan, it gives him gasoline that he 
Gan never collecet for so he reduces the sum total of his 
retarns on the gesoline he has paid for and the result is 
he is giving a concession to somebody, although that 
eoneession may have to be spread all over his entire 
gailonage? 

THis CHATRMAN: New the witness has heard 


the discussion. “What is the question, Mr. Plotkins? 


MR. PLOTKINS: Have you had an opportunity, 


Doctor, to study the oil Code as it is at present in 
existence in Alberta? 

No,’ no L have nots 

I would suggest that Mr. Frawley supply you with qa copy of 
the Fuel Oil Tax Act and the Fuel Oil Licensing Act and 
then you cen give us your opinions as to whether you think 
they are advisable in the light of your knowledges? 

Meo nes Want to do It. 9 Mr. PLovkinss IL dc as much as 

I can t> avoid any criticism of Guvernments. Tt snot 
proper for me as a representative of a foreign country 

to come end criticige your local guvernment.e I would 

feel very, very hesitant about doing anything like that. 
Now to come back to the question of a little while ago, 
would it be unfair to say that the clamor for reguiation 
and control does not come from the consumer or the public 
but comes from the authorities themselves? 

You are asking that of the United States? 

Of the United States. 


I am on safer grqund now. 
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Yes. 

I can criticize my own country. 

In the main? 

Well I should say that the principal complaints that we 

have directed toward regulation of a sort, comes from a 
group of people who, for selfish reasons, are trying to 
capitalize on the consequences of such legisis tion. 

Now then, of course I think I am different, in that 1 am 
advocating a type of legislation which I think is for the 
national good. Iam different you see. So that we do 

get agitation from those who have personal axes to grind 

and these foolish individuals, like myself, who are filled 
with a zeal of patriotic duty. 

So that before --- 

THE CHAIRMAN: As a political slogan it 
would soon blow-up if it did not seem to be a vote cat cher, 
would it not? 

YeSa 

And if it did not appeal to the people it would not be a 
vote catcher? 

Well that likely would be the case in the main. 

And if people were not thinking that way, they perhaps would 
not swallow it very readily? 

Of course, the unfortunate thing is that there is no control 
on the dissemination of misinformation. 

No; not in a democratic country? 

Noe | 

MR. PLOTKINS: We can take it then, Doctor, 
in general from your remarks, that you do not advocate or 


recommend to this Commissicn that regulation, - whether there 
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now or whether to be put into effect later, - should 
be attempted to direct the industry in the detail of 
production, refining, transportation andmarketing, that 
it should only ¢oneern itself with broad policies? 

A I have tried to indicate nothing more than that work which 
is done by a competitive system and have tried to confine 
my remarks on regulation as to whet happens if you do and 
what happens if you do not and I do not want to usurp the 
position of the Commission fcr a minute and I do not want 
to rocommend anything at all concerning whether the 
Commission finds that it should or it should not.»1I. hope 
that my presentation has been sufficiently objective so 
that it is not a matter of recommendation to the 
Commission what it should recommend or what it will do 
perhta pSe I have tried to hold it to the objective. 

The only apology whieh I have had so far to make is that 

I did rather strike out at Dr. watson's presentation and 
for that I most humbly apologize tc the Commission but 
other than that I have tried to maintain an objective and 
I hope that I shall nct be asked to make a recommendation 
as to what the Commission should do or should not do, I 
have tried to answer in the vein of rather what happens 


if you do and rather what happens if you do not. 


MRe PLOTKINS: Thanks, Doctore 
THE CHAIRMAN: Any further qucstions, 
gentlemen? 

Q THE CHAIRMAN: Dre Frey, you were spegking 


of the tag ends which were outstandi ng? 


A YeSe 


Q I see I have a note on my blotter touching eonservation, 
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which oi course you know is eo ling Up? 

YesSe 

There is this matter of, whieh I Pie uek Counsel for 
the Commission and Mr. Campbell spoke about, that is the 
minimum fixed spread? 

Minimum fixed spread. 

MR. FRAWLEY: Maximum fixed spread, 
WITNESS: Yes, pardon, maximum fixed 
sproeado There was one othere 

Field contracts? 

Field contracts. 

THE CHAIRMAN: ) Now Counsel was going to 
examine the actual eontracts in the meantime. 

MR. FRAWLEY: I wonder if my learned 
friend, Mr. Nolan, would be good enough to let Dre Frey 

see a few of those contracts so that he will know what 

they contain? 

MR. NOLAN: Well the Exhibit which is 
filed is the contract which forms the basis of Pcl arrange- 


ments and in nearly every instance that is the one which is 


usede 

THE CHAIRMAN: But there is a blank in 
it. 

MR. FRAWLEY: = Several blanks in it. 

MR. NOLAN: I know, but the intention 


was that Mr. LeSueur would discuss these contracts and that 
is perhaps one matter that Dr. Frey might like to comment 
on after Mr. LeSueur has described the contracts so far as 


this field is concerned. 
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WITNESS: I would much prefer to 
discuss it after a discussion of the facts, so that I 
would knuw, rather than attempt to come to a conclusion 
concerning the nature of the contract with it 

blanks, but I will be prepared to start right off on 

the statement of conservation in the Ri i tbl --- 

MR. FRA‘/LEY: On the question of 

field contracts, might I suggest it would help Dr. Frey 

if Mr. LeSueur is to deal with it, he will deal with it 
most generally perhaps but et the same time that one 

of the officers of the Royalite Oil Company attend here 

at the time he is giving evidence and have available 

quite a few of these contracts. It will not be inconvenient 
for them to bring them and then Mr. LeSueur and ourselves 
can discuss them not as blank forms but as actual contracts. 
MR. NOLAN: That is what he proposes 
to do, is to diseuss them as actual contracts. 

MR. FRAWLEY: And have them here. 
Otherwise I do not think we can get anywhere. If there 
are different contracts, - I will be guided by my friend's 
judgment as to which to bring rather than bring every 
contract here. Let him bring the ones he thinks should 
be hereée The one with the Home Oil Cumpany. I am not 
able to discuss themat all, just the contracts he has, 


so that we are discussing contracts and not blank forms, 


Porn 


iver etiert 


REO oe aan 
ris O 


Dd 


ae WE ae 


cs 
oe Ay Tee 
ave 


hah 


net 
eo 


wh mt ¢ 


T-6 
ef -14,930- 


Dr. J..W. Frey 
THS CHAIRMAN: Yes or Mr. Nolan one import- 
ant difference is of course, is -s to whether all wells 
are tied up with a company, usually or as to whether i re 
a well end free competition and about thcse things. 
MR. NOLAN: Mr. LeSueur will be prepared 
FO tell you definitely and rds asin, whether that is in 
the contract generally speeking or if there are any exceptions 
‘to that rule. 
TH! CHAIRMAN: Well that covers the point. 
MR. NOLAN: That has been gone into with 
prea care, s can assure you of that. 
Maw fF RAVEAY*s And I hope that we will have 
them here because if I ask for a contract I want them to 


be here and not have to run to the Royalite Oil Company for 


them. 

MR. NOLAN: We have tried so hard to be 
helpful.Mr 

Mise FRAWLEY: Oh yes. 

MR. NOLAN: I am not going to ask Mr. 


Frewley to run to the Royelite Company for a contract and 
equally I am not going to run from the Royalite Company 

to this Commission with a contract unless the Commission 
feels they are going to be of some use. 

THT CHATRMAN: Mr. Nolan, it ten only srise 
if anyone wishes to question Mr. LeSueur's statements and 
then of course he would have to submit himself to cross- 
examination in the usual way on the actual document. Thet 
is the only occasion in whioh it might arise. Ali ri¢eht 
we will defer that, Dr. Frey, until Mr. LeSueur has spol:en 
Then I have a note too about integrated 


upon that subject. 


compenies. 
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, 
A IT have forgotten the connection, 
Q Their merits and demerits. You will remember I put it to 


Mr. LeSueur and I think I did to you too that suggestions 
had been made in evidence to us that a company that was 
integrated ned not be greatly exercised about its perform- 
ance in any particular branch, becéuse it could take up 
the sleck elsewhere, That is just one phase of the discussion 
of integrated companies. ive have touched upon it already 
in part I think Docté. Now then there was the subject 
Hoey 1 sether you: did not feel you could help us much about, 
but in which I still have an interest and it has been dis- 
cussed at some length by other witnesses before and that is 
whey principle of Government Leveling. the sreat burden of 
taxation aron the products of a particular industry, no 
matter who pays it. Whether it is the consumer ultimately 
Of nous. Thet the industry es an industry is saddied with 
the taxes. It has been suggested that it is improper,that 
in mee lity the consumer who feels that he is paying too 
much for gasoline should be seeking a reduction of Govern- 
ment taxation on that product. There is a whole wide field 
there which you may or may not wish tO, discuss, "not in tite 
light of what this Government has done or has not done but 
just the broed generel question. Those are all the thines 
I have noted as being sort of unfinished. Or course if 
anything else occurs to you over and above conservation, 
but if anything else occurs to you that you think you can be 
of assistance to us about we will aehaeeiee welcome it. 

A Pestle’. 
THE CHAIRMAN: ALL right if there are: no 
more questions we will adjourn until 9.50 tomorrow morning. 


(At this stage the hearing was adjourned until 9.50 A.M. 


26th of October, 1939.) 
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9:30 A. MW. Session, 
e8th October, 1939. 


MR. FRA LAY: I would Like very much, 
Mre Chairman, if we might have a few minutes to allow some 
other people who ere interested in this subject to be hore 


to hear Dr. Frey. I think they should heer what he has 


te say. 
THR CHA ARMAN: You can let me know. 
MR eo FRA i SLBY > + W i ea e 


( A short adjournment was hore taken. } 


THE CHAIRMAN: All right, Mr. Fravley. 


h 


Mk. NGBUANs TREK vy I would like to say that 
Il appreciate having ee The fact that we wsr 
not here is no Sign of any disrespect to the Commission 
or anything of that sort, probably more the case of my 
Client being completely cunfident of the work which the 
Gommission is doing and therefore thought it was not 
necessary for him to be here at the present time so [I 
say, sir, thet I do appreciate the phone call and I am 
glad to be here. 

DR. JOHN 'v. FREY, having 
beon recalled, examined by Mr. Frawley, said: 

G MR. FRSVLEY: Dr. Frey, you have a 
statement to make to the Commission this morning on the 
general subjoct of Conservation and such matters as 
naturally arise out of that, will you just proceed. 

WR. PLOTEINS: Mr. Chairman, before 
Dr. Frey starts on that, I would like to ask permission 
to have e few mettexrs discussed Monday, instead of now, 


as Mr. Frewley has asked me to do so and [I think that is 
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probably this, one is the matter of free delivery and 

the other the enforament of impossible laws. I would 
like to have that put down fnr Monday.morning if possiblo. 
THE CHAIRMAN: Free delivery, now we have 
had that disenssed by Dr. Frey and you want to examine him 
further about it, do you? 


MR. PLOTKINS: Yes. 


THE CHAIRMAN: Ana what else? 
MR. PLOTKINS: The enforcement of impossible 


laws connected with Alberta both under thy Trade and Industry 


Act and under the Fuel Oil Tax Act. 


MRe FRAWLEY: Not the Tax Act. 

MR. PLOTKINS: Tho Lieensing Act. 

THE CHALRMAN: Iam afraid I did not fully 
understand. You say “enforcement of the present laws", of 


course Dr. Frey does not appear here as an sxpert on the 
enforeement of laws but I suppose you desire to inguire 
into whether or not the laws on the Statute Bocks or 
Regulations flowing therefrom are objectionable in the 
sense that they do injury to the Industry. 

MR. PLOTKINS: And are capable or 


incapable of enforcement. 


THE CHAIRMAN: That is to say, enforcoments 
in what sense? You ask a policeman that, in one sense. 


You cannot moan thet. Do you mean their practical impossib- 
ility? ) 

MR. PLOTKINS: Their practical impossibility 
of enforcing these present regulations. 

THE CHAIRMAN: Beceuse of some position 


of the oil companies? 


Dr. 


Os Ve Prey ae 14,934 as 


Mio PLOTKING : Bec@auso of the general 
hature of the O11 Industry. 

THs CHATRIMAN: 2Uite Soe As distinquishe 
from the interest or activities of Pewee officers, quite 


apart from that? 


MR. PLOTKINS: Oh, yos, quite apart from 
that » 
TH CHATRMAN: All right. Well I do not 


know that we can assign any particular spot to that but it 
is a subject upon which you are entitled to ask questions 
certainly and an opportunity will be provided you, Mr. Plotk 
We are trying to keep some coherence to this. we are now 
going into conservation and my thought was that we would 
next hear Mr. LeSueur who has boen staying here a very 
considerabie time, and that then se will be followed by 
other officers and after that we should hoar those who 

are representing the British 4merican Company who also 

have been staying here a great length of time and are 
entitled to ecual considerations. We have planned to 

give Mr- LeSuour presedence in the giving of evidonce 
because of his company being the market leader in this 
district but I am not minimizing the importance of your 
request and sn opportunity will be provided. 

MR. PLOTKINS: | The reascn I asked for 

it or mentioned it this morning, in the logicel sequence, 
it would have followed this morning. 

THs GHAIRMAN: Quite sce There are one 
or two other matters as you may ramembder that I am intereste: 
in, that I am also postponing for the seme reason. 

MR. PLOTELNS: Thank you. 

MR. FRAWLEY: Very well, Dr. Frey? 
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A I want to state at the outset that I shall largely 
extemporize on this question of Consarvation; that 
I have not prepared a statement and for that reason 
my organization may be faulty here and there and if 
it is I hope you will carry wwe back to the places which 
are necessary to fill out the blanks. 

Q THE CHAIRMAN: We are confident that 


you will not overlook a very great deai, Doctor. 


This concept of Conservation and the position of the State 
in Sonservation, to many of us, who have not gone into the 
historical development, appears to be a recent thing but 
as a matter of fact it is only recent in some things that 
Gome close to our attention, as in the petroleum industry. 
& short time ago, while 
@ committees, on which I was working considering the problem 
of onergy resources in the United States, were getting ready 
to do something, it scomed to mo that it was important to 
outline to them something of the nature of the Conservation 
problem as a general thesis and accordingly I prepared a 
memorandum on tho subject which I called, "The Conservation 
Movement With Special Roference to the Mineral Fuels", 
They thought well of the memorandum and asked me to make 
certain revisions which I wanted to do, that is I wanted 
to test my material on the various people who had been in 
this problem for a long time and out of it grew this 
articls, Part 4, Section 1, of our nergy Resources Report. 
£ want to read the first 
paragraph because it seems to me it opens up the question. 
The fact that it applies to the United States rather than 
to Canada is relatively immaterial because the Conservation 


problems in any country are more or less alike. 
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"In the United Statestm genesis of the concept 
WO Conservation of Natural Resources is directly | 
"related to the limitation of frontier exransion. 
"As long as there was virgin lend for farming 
Navailable at Little more then the asking, virgin 
"forests bordering the aress devoured by firsts or tho 
"revacious milis, new streams and lakes to explore 
"and fish, rarshes and duck pondsAl ive with game, 

j 
“there was no practice] consideration given to the 
"problem of Gonservation. uith respect to natural 
"resources ,the pioneer was ossentially an individual- 
Nist. He considered it his inalienable right to 
"take what he found when, how, and in the quantity 
hc desired. 
1 The policy of the govern- 
"ment up to the period of the Civil ‘var generally 


aS 


"reflected the pionver's attitude and the disposal 
“of land was considered primarily as a source of 
"revenue and as a means of eneouraging settlcmont. 
NAs the country became more settled and the use of 
Nour natural resources. more intensified the people 
"were faced with new facts and were forced to revise 
"their Sensei eis those new facts. ” y 

| Now it is interesting to 
me that Conservation started at a very, very sarly period 
in the frontier expansion. wha t is a frontier to one 
people at one time may be a different, a very different 
frontier at another time. 
In 164g a small inglish 


vessel called the Mayflower toucned Cape Cod and a few 
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iinglish people looking for a new home, a new opportunity 

in North America, looksd . across Massachusetts Bay and 

saw just across the Bay at Plymouth, or what has become 

Plymouth, land that they thought might be developed. 

iimey Had a hares Winter of It, eccording ‘to Aretory; but 

within a year or two began to settle down on this new 

Continent. Strangely enough they ran into frontiers 

and ran into them very soon and first, - I am not guite 

sure that it is number one but it is number one, two or 

three, ordinances of the Massachusett State Colony 

in 1629 was the Conservation ordinance which prohibited 

the cutting of, pardon me, the firing of trees to make 

agricultural land within a certein area which was prescribed. 
Now what was the purpose 

of that? It was to me a recognition of the fact that their 

transportation facilities and their isolation was such 

that this lumber, this wood, was highly important to ‘their 

development. They needed wood for almost every purpose. 

It was a source of heat. It was a source of their buildings. 

It was a very, very important thing to them. It made their 

furnitures It was very close to their lives and they 

accordingly set out to protect that forest because they 


Jo 


Gould not go a long distance and bring that material to 
their use and it is number one ordinance in North America 
in Conservatione 

Years and years go by, 
and I am not going to trace the various steps of Conservation 
from that point out but I will jump many of them. They 


are interesting. Some of them apply to game. Soms of 


them to fish. Various subjects that came up during the 
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Colonial Period and at last we became a Nation and after 
we had been a Nation a long time, 531 was discovered 
in Pennsylvania. Now this oil was discovered ina Valley 
Called "Oil Creek". The presence of oil there had been 
indicated by oil seeps and Drake in 1859 completed a 
well into this oil bearing formaticn. It was a very 
Shallow well as ‘probably most of you know, I think the 
depth was 68 or 69 fest, but actually the pumping of 
the well was done with one of these little pitcher 
pumps whieh you sometimes see in areas remote from 
central water supply. 

Now what concept did 
these people have of oil; to them there was no relation- 
ship of geology with the occurrence of that oil. It 
was just along the flat of that creek that there must 
have been oil. There couldn't be oil anywhere else. 
That was the only place they knew about it and it was sosie 
sort cf a puddle under this particular area. There 
were great difficulties that followed immediately out 
of that situation and I indicated something of the chaos 
when the first oil depression occurred within a couple 
of years after the discovery of this first well. iivery- 
body came in and that part of Pennsylvania was a roaring 
area uf exploitation. 

We go along and find 
very littlc attention paid to how production was trou ght 
about because they did not know anything about what they 
were doing. They just drijtled a well and unfortunately 
thev found gas in quite a number of instances. That was 


@ sorious handicap. They did not krow the function of 
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the gas at all. Iv was plainly a nuisance and something 
to be disposed of as rapidly as possible. something to 
be gotten out of the way, so that it would not bother 

it the production of oLt. The fires that resulted in 
that area aS a consequence of the uncontrolled flow of 
gas Were terrible and greet damage was done. During 
that time it will be noted they hag no coneept even 

of stopping the flcw of the gas for plainly reduction 

of the serious damages being done but accordingly they 
came to the conclusion thet it was a risky business to 
have this gas drifting all over everywhcre and besides 
it played out undez tneir production methods, so that 
they were able with very crude methods to exercise a 
certain degree of control as individual operators. 

We move along in 
this situation to the point where there began to 
evolve some oil laws and that was many years after the 
discovery of the Pennsylvania field. 

| The first important 
Gitation in American Law, is that of the so-called 
"DeWitt Case". There Worc Several cases that preceeded 
that, that probably should have hac more significance 
but as a matter of faet this particular law is found 
cited as the basis upon which the so-called "Rule of 
Capture® is developed. 

The DeWitt case was 
settled or came into existence about 50 years agoe Wow 
what was the knowledge on which that case was determined, 
or perhaps it probably dena be better to indicate first 


something of the finding which was made in this case. 


Dr. 
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"The lease involved prohibited the drilling of wells 
"on a certain part of the lands involved. DeWitt, 
"the successor of the lessor, attempted to drill in 
“the proseribed area. The Gas Sompany had discovered 
"gas within thet part of the leased lands where drill- 
"ing was unrestricted, and while it was not using the 
"oas, it had the custody of its wells and was manifest- 
"Ning its ownership. The Master found that DeWitt, 
"being in possession of the surface, was in possession 
“"of the gas underground. The Supreme Court of 
"Pennsylvania, sharply distinguishing between the 
"ynossession of the surfance end the possession of 
“minerals underground, held that the Gas Company, 
"through access to the gas reserves of its wells, 

"was in possession of the ges as estate separated 

"from the surface. The Court very properly could 
"have laid down the rule upon the analogy of solid 
"mineral e In brief, if there were a severance of 

"the surface and minerals, the shaft into a coal 

"mine gave the operator possession of that shaft, 

Nand the peculiarities of oil and gas in the basis 
"sense did not enter into the case at all. But 

"to sustain a self-evident principle the Supreme 

"Court of Pennsylvania stressed the vagrent under- 
"ground habits of oil and gas in this language: 

mt The learned Mester says 
"eas is a mineral, and while in situs it is part 

Nof the Land and therefore possession of the land is 
"nossession of the gas; but this deduction must be 
made with some qualifications. Gas, it is true, is 


"Wo mineral but it is a mineral with peculiar attributes 


dP apq), pie 
| st he Pe 


dP ke pais ere ro ae ty \ a hy ia 
Pie Ries RES tia et eT ORME a OR SE vc my UR 0 AGRE 20a | 


; A 
SA Te SO } moar rate ea 
i ae Parke oS ' ea ce i 
a t ; ‘ ‘ 
eee i . aoN ° teae $ 
; ye : . ake AS OL 4 
. 
> ‘ 
” ie ney iy f 
ie gag ; 
‘ 
E: Sed real ¢ 
F 
P 
~e as i 
: 
‘ , i ‘3 
~ ic ‘ 
‘* 4 ~ / 
: # 
* 
bs } > > 
x : ; en 3 
at eae : Ph nan i ae 
“& 
; ' : 
7 . é 
ae Figs eh} rie 
} J 
f Tey: rani 
f 
‘ 
1 Sut ee. ene ani ig 
ed eae BALL 
cd mt 
¥ 2 ave de . oe h 
} To. : 
‘ me: bh foie 52 f 


Pee Gp Ogi Eg UNE tt Ys ae Baal 


if i r Af bee 4 ; A 7 oe 
we my UA Ais uy end Lage eee 
ree) i ‘ 
Pi ide he : pian + gt RY sed es a ay 
* : i i gh: 
“f 


ney ie pier i 


sath ite sal wourmel ott | 
ey ane 


} & 
Sys Meg ote i rd 


trey ® at * t wei m2 bots 
boa oh Sree | he Pi 


- 14,941 - 


Dreads We rrey 


"twhich reoauir the applita tion of precedents arising 

"out of ov. ory mineral rights, with much more 

"@arefus vonsideration of the principles involved 

"than or qa mere decision. Water, also, is a mineral, 

"but the decisions in ordinary cases of mining rights 

“have never been held as unqualifiec preeedents in 

"yegard to flowing or even to percolating waterse 

Mater and oil, and still more strongly gas, may be 

"“elassed by themselves, if the analogy is not too 

"fanciful, as minerals ferae naturae. In common 

"ith animals and unlike other minerals, they have 

"the power and tendency to escaps without the 

"“vOLition of the owner.* 

"Phe Court, coneluding said: 

dol They belong to the owner 

Nof the land and are a part of the land, but when 

"they move to another treet of land they belong to 

"the owner of that tract if they can be recoverede! 

" It was added that if an 

Nowner or even a driller, discovers from his own 

Nisnd and taps the gas reservoir of his neighbor, 

"he becomes the owncr of the gas that comes into 

Vhis Wedd. WW 

This principle to my mind 

very erroneously coneeived, has gone down through American 
Oil Laws. This idea of things, minorals being forac naturne 
“pd having common characteristics with animals, rather than 
with minerals sueh as coal and so on in places, you will not 
find that interpretation in any coal lands in North America, 
in the United States; nor will you find it applying even to 


metalliferous minerals where they are found in the United 
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States. 

Another peculiar concept 
Known as the Apex Theory in which he who possesses the out- 
crop can follow the outcrop to its fullest extent, regardless 
of whose property it happens to be under, but here we heve 
this other thing, that is the person who captures this wild, 
fugecious material by a capture of it cimilar to the shooting 
down of a wild duck, gains possession of it. He who recovers 
owns it. 

This developed in this 
peculiar way and the very odd thing about it is that this 
particular decision is cited in almost 90 other decisions 
that have been made containing the nature of oil and one of 
the reasons why it has taken so long for us even to begin 
to shake the idea off. 

Now what must have been 
the very coneept coneerning the nature of oil when such a 
decision was made? T think it is quite commonly accepted 
in fnglish Courts, which are the precedents for American 
Courts, to recognize the art and the sta%e of knowledge 
in making decisions, so that that is an important thing, is 
what did they know? I think the most illuminating thing 
about what they knew is contained in a series of reports 
known as the "Second Pennsylvania Survey", the so-called 
Carll Report, five volumes of them. They came out in 
Goto, soir, £OS0 and LOGS. Ths 1890 report, which was 
the fifth volume, really added nothing to the 1883 report 
so far as increasing information concerning the nature of 
Oi in Now Carll, to begin with wes not an oil geologist 


because we did not have any such aminais at that time. 
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This is long b *srs o11 geology .ecame a subject in . 
American unive: . ‘es, As * matter of fact we haq very 

few geologists at that time anyway. In American Colleges 
and Universities at that time there was taught a sort of 
general course, it might be called "Natural Science" and 

the profts sor of geology probably taught botany 

and geology one semester and ths next semester he might have 
tuaght some physiology and some geology with it, but at that 
time there was almost no, - I am talking about the universitic 
before about 1875, there was practically no such thing as a 


solid course of geology in North America. 


( Go to Page 14,944 } 
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New, this men merely happened to come up through Civil 
Engineering, and I believe when we have considered his 
report we will find that he knew a number of things but 
there were a number of things he Gid not know. One thing 
that he seemed to sense was that exceedingly porous sand 
made for more production. The second thing that he seemed 
to know that thickness of sanis was a factor in recovery 
and fe Gid know that gaa expelled o11 outlor she hove. 

But he seemed to know nothing about the function of 
dissolved gas, the degree of Saturation of o11 sands, and 
te moew nothing about the Torees that hebd the of) an ihe 
pore space®, There was absolutely no trace of any 
knowledes on that Subject in mis report down ws tate as 
Dove. ‘Now, HOW Gid they find oil? Well, they Tound. 26 
usually by following the indication of seeps, gas escapes 
aad once having Found one webl jot applying some sort 

ef rule of thumb to it. We did have some holders of the 
Hazel Witch at that time. But the more common thing 

was to follow what is known as the belt theory, and that 
re iT wou. found 4 well im ,one spot that. you @riiied.einker 
north-east of it or south-west of it - that is in a@ line 
ruuning north-east and south-west from the point of 
discovery. Looking e0..1% LD the ti ehtoty histivoy thax 

is a thing that was not entirely illogical because anyone 
who knows the fundamental trends in North American 
structure knows that our trends are essentially north- 
east, south-west, especially in the eastern part of the 
country and that was tne only part’about which they were 
concerned at that tim. Of course, this fugacious 


material as determined in the De “itt case continued 
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to be the concept for many years even after the De Witt 
case and the idea that oil was either in lakes or pools, 
we have that expression carried over in our presert 
terminology of the oil pool. The idea that. there was 4 
lerge puddle of some Sort of Otl under the ground. And 
then others held an idea that there actually were under- 
ground streams of oil. The so-called "anti-clinal" 
theory had not come into existence in any Pde ee ee 
Mio et tper LSou.. It was known tu a few or there was 
Speculation about it, but it was not generally recognized 
prior to 1890 and then it did not make any difference 
because that was a geologist concept and geologists did 
not have anything to do with the oil industry anyway, 

so whatever they said it made no difference. They wrote 
learned oapers here and there and scattered them through 
literature to impress other people with what they knew, 

= mean their colleagues, but there was no practical 
application of their theory. So that we had a very 
pad state of knowledge at the time that this initial rule 
of capture thcCory came into existence. So that we have 
got to look along the line to find out when we began to 
know something about cil as it actually is in the grouné 
and something about how that knowledge was passed along. 
The first oil geologists in the industry date from about 
ley ‘is and 114. Up to that time they were not persons 
to be dealt with so far as oil companies were concerned. 
Any oid oil driller knew more than any. geologist, no 
matter how much that geologist knew concerning the theory 
of earth formetion and the structures which are involved. 
THE CHAIRMAN: DD Fou Chine. the ofl drillers 


still think they do’ 
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Many oil drillers still think they en more than the 
geologists. Sometimes the eeclogists make very bad 
mistakes. I have to admit that the geologists passed 

up the Hast Texas and that was quite a large area to pass 
up- But the geologist and the oil engineer now has 

Some position in the industry and they know a great deal 
about the conditions under the ground once the drill ws 
perforated that area and they begin to get samples of 
VWoomwune Critl brings ap. Now, how did these geologists 
come to the attention of the industry? It was largely 
through the work of the United States Geological Survey, 
Whiten was exploring this problem of oil o@currense entirely 
as a scientific thing and the Geological Survey built up 
gunee 2 Large personnel of people engaged in that rind of 
Work. iInere.were no orl geologists, so that the geological 
Survey made them by bringing in men trained in general 
geology and then giving them an opportunity to concentrate 
on this particular aspect of geology. And like Government 
agencies, they soon got to printing and we find considerable 
number of publications by the Geological Survey on this 
problem of what the occurrence of o11 really is oi how 

it actually exists in the ground; what the nature of it 
is. The sureau of Mines came into existence about 1910 
and following that they got busy with the problem. Well, 
in the course of a couple of years these two bureaus ran 
into each other and more or less had to decide which was 
going to do which. So the Geological Survey took the 
straight geology side of occurrence and the other factors 
involved in structures, and the age of the material or 

the correlations and that type of thing, and the Bureau 


of Mines took over the problem of production engineering. 
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The two of them then moved ahead without conflict, each 
making a contribution to what the scientific principles 
were that were involved in oil finding and in oil production. 
In 1915 a very interesting development o¢curred. aA large 
field was struck in Oklahoma and it was a frightfully 
gassy field, very high pressure. some public-mindet 
citizen of that State wrote a letter to the Secretary of 
the Interior telling him what was being done there and 
decrying the waste. I had the opportunity just a matter 

of a couple of weeks ago to look up that original corres- 
pondence and I verified then the incident as it took place. 
This man related the enormous waste of gas and stated what 
that would mean in terms of supplying fuel to the various 
cities. Lane, who was then Secretary of the Interior, 
wrote to the Governor of Oklahoma and said he had received 
this letter and wanted to know whether there was anything 
that the Department of Interior could do to help out in 

the situation. Followed a number of letters with the 
upshot the Department of Interior sent several geologists 
from the Gevlogical Survey and several engineers from the 
Bureau of Mines to Oklahomé to see what could be done 
about handling their problem. Part of the problem was in 
bringing in production and the use of mud-laden drilling 
fluid comes into existence as a by-product of the work 
that was done by those engineers in Oklahoma following 

the bringing in of these wells. And the attention of 

the State was so strongly centred on this particular problem 
of the waste of gas that we find a law preventing such 
waste as the outgrowth of it. I do not think it dis 
telling tales out of school now, but I will say that the 


boys from the Department of the Interior wrote the law and 
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it was passed in Oklahoma. Now, there is another thing 
that came right along with that----- 

THE CHAIRMAN: What year was that, Doctor? 
PVOUU Jo LBs The Bureau of ‘‘ines ‘was also working on 
another problem about the same time and that was the 
proper setting of tubing in order to prevent water or oil 
from exchanging position in the strata and, as a matter of 
fact, California as early as 1911 by reason of much more 
water experience probably than any other State ,had passed 
a law which made it necessary for the proper casing of wells 
and cementing them in so as to prevent the movement of 
water into the oil-sand cr oil into the water-send. 

‘Tere was in consequnce of this a serics of Statutes 
passed in the various oil-producing States, more or l1sss 
pattern’c after, in the first instance in caging the 
California pattern, and partly the Cklahoma pattern. 

Now, i do not want to leave the impression that there was 
no consideration given to gas as such, prior to that time, 
because the wasteful exploitation of gas as such dates 
back to approximately 1890, and one of the first cases te 
have developed out of that situation was the so-called 
Chio Oil Company vs. Indiana, which was decided in the 
Supreme Court in 1893.. That was clearly a straight gas 
waste problem. 4s a matter of fact, I made observation 
on that in writing this section and I think it might be 
worth while to distinguish here between legislation purely 
on the gas conservation and legislation in which gas is 
associated with the production of oil. The Gklahoma 


legislation being the first in the matter of association 
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with oil. 

MR. FRALEY: Are you going to give us the 
citation of that Ohio Oil Company case, Doctor? 

The ©hio Oil Company, what I am quoting from here? 

The citation in the Court? 

Ch, the citation in the Court, it is Indiana vs. Chio Oil 
Company - well, I can give you the citation. 

Tiat Le -wotlin your “article? 

WO,’ Lodid Mos. have sit in) the article. F @id not cite the 
case mimnber, hws i vean ceive nim, to xyou, 

Thanks. 

MR. COMMISSICNER LIPSETT: What is the page in the 


Srobere- youstare, Feferring! to? 


Page 685. You have it as an Exhibit. 

THE CHAIRMAN: What is the number, Mr. Frawley? 
MR. FRAWLEY: Did we mark it? | 
THE CHATR AN: Chy yes... However; yallyright; 


Dr. Frey, weowill find it. 
I think Teneed to say ‘only one, thing concerning the facts 
jn “this partichler case: They orevolve sround: o.is utwavion 
in-which we have a gas field in which 011 is discovered. 
It. to one ‘or “the Pilelds:ofpcasiiin Midaania naindk yene yoni 
Cil Company in drilling in this field ran into some oil. 
3ut this oil production was very incidental to the values 
Of the gas. My quotation is as follows: 
"Tnaiana was the leader in le gislation on gas 
"conservation. In 189% it passed a law prohibiting 
"the flow---- 
that must be wrong because I think the citation of the 


case is 1892. However, we will pass along. 
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"Indiana was the leader in legislation on gas 
"eonservation. In 1898 1% passed a law prohibiting 
"the flow of gas or oil from a gas or oil well into 
"the open air. This Act was a direct recognition 
"by that State of the necessity of gas conservation, 
Vas 1S "elear ly reflected io the claim of (the pied neler 
"in Indiana vs. Ohio Oil Company, before the United 
"States Supreme Court. After describing the gas 
"oroducing area the olaim was made that --" 
and this isa quotation from the claim of the plaintiff, «= 
me fuel supplied by natural gas thus obtained is 
"the cheapest and best known to civilization, and 
Mie velue-.or the natuyal gas to the State and to its 
Vetg2Iczens is. many me uieeas of dollars: ‘that sim ¢. the 
"discovery of said gas deposits in 1886 immense sums 
"of money have come into the State and have been 
"snvested in large manufacturing interests and other 
sums Of money belonging to the peoovle of the State 
"of Indiana have been invested in similar enterprises 
ous ine a great increase in population, 
“principally in the territory underlying which said 
"gas is found. Many cities in and adjacent to the 
"sas territory, including those named, are wholly 
"dependent for fuel upon natural eas, and for that 
"reason the people of the State of Indiana are 
Ninterested in the protection of the natural gas suppiy. 
"Ine plaintiff claimed that if the gas supply is husbanded 
"sand protected it will last for many years and continue to 
"furnish the various cities named with abundant fuel, 
tand the population, wealth, and other material interests 


*of the State will continue to be benefitted and enhanced 
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"and the comfort, happiness and enjoyment of the 
"people of the State greatly increased. in the 
"claims made there was recognition of the effect 
"of waSte upon the common supply, and the Court in 
"ruling said that the Indiana law - is a Statute 


"protecting private property and preventing it from 


"being taken by one of the common owners without 
"regard to the enjoyment of the others. ae in: 
i One of the most iawmine sine 
"claims made, somewhat off the main argument, was 

"to the effect that the field ‘is greatly damaged 

'hy the destruction of back pressuré which is 
"necessary to protect the gas supply from. the invasion 
"or Salt water .* 

bi Curiously, although the gas 

"in question in this litigation was produced from 

Noil wells, nothing was said about the effect of hack 
"ynressure and its value in the production of oil. 

"Te separation of thought on oil and gas is, however, 
tmore clearly reflected in the decision of the Supreme 
"Qourt of Indiana in 1898, from which Court the 


"nited States case had been referred. The Indiana 


"Court said substantaially we imported oil inte 


. “Indiana a third of a century before oil was 


"discovered in this State “Md we can do it again, 
"Thut we cannot have the blessings of natural gas 
"unless measures for the preservation thereof in 


"this State are enforced against the lawless.” 


Tl) thinks dtr ve. «quite, clear f rom 


that decision that the emphasis in 1893 by the Supreme 
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Court of the United States and by the Supreme Court of 
the State of Indiana in 1898, the emphasis was on the 
ges and nov’’on the etreot of sas ono, 

Now, when did the engineers 
begin to recognize that there was a relationship between 
pac and OL? I think the evidence is pretty strong 
from research that Il have done through ’the Bureau of Mines 
publications and in Aiscussion with former Bureau of Mines 
men that this period about 1915 is just about the 
beginning of some understanding concerning the physics 
tavoLved in the behaviour’ or gas sin oil. We find a few 
references before that but they are so seattered and 
apparentiy were never picked up by anyone. There are 
references indicating that gome physicists seemed 
recopnize: as much as 15’or 20 years ‘before that 
there was gas dissolved in the oil, that the gas and the 
oil were one and the same thing at the time that they 
were in the pool and there was a recognition by a few 
of these people of tae so-called critical pressure at 
which the gas would escape from the oil and form a 
gas-cap in the pool. hate ac. |. Say tmhouen . wasmow 
very well defined by anyone and certainly not in so many 
words. Along about 1915 I also find in talking witb 
Ben Lindsley, who was one of the early engineers in the 
Bureau of Mines, that he stumbled inadvertently on to 
this idea that has now become more generally recognized, 
the principle of there being a change in the phase of oil 
and gas with changes in the pressure. Ben almost maie 
a straight out-and-out statement concerning retrognade 


condensation, but just failed by a little bit. I can see 
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in what he said that he tid some idea about what it was 
but he never came out with the flat statement and we do 
not find definite seeveuenes on retrograde condensation 
until almost 10 years after that. Now, to move on a 
little further into this Socera coe of the significance 
of gas. George Otis Smith, who was the Director of the 
Geological Survey said in 190 that competitive drilling 
was the opposite of conservation and that implied covenants 
in Teases force drilling whien, interren with conserve pion. 
That is that-here’ youmhave a recosnition in 7920. that 
there are two forees in effect in oil produetion that were 
im courlict. tn the annual report’ of the Bureau of i:ines), 
1924, you will find that attention is called to the waste 
rr O11. through hasty .produe tion and failure to use the 
technology available. And in 1924 one conclude that 
divided ownership under such circumstances stood in the way 
of technology. 

Now, in order to have come to 
these conclusions we must see that they had pretty dei nite 
ideas concerning what the function of gas is in the field. 
They must have had a very fair understanding of the nature 
ef occurrence of oi bk. in the sand. They must have known 
considerable about the Ge: of gas in either helping or 
preventing the movement of oil through sands. In general, 
they must have come at that time to fairly well understood 
mechanistic understanding of the functions of these various 
elements in the field and thé fact that they had by that 
time come to that idea is further proven to me by the 
incidents which took place in1926. . Berore we go into the 
incidents in 1926, may I have a moment? 


THU CHAIRMAN: Yes, certainly. 
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Ail right, Doctor? 


The statement that I maae concering the 1924 Report 

of the Bureau of itiines concerning the failure to uge 

the technology, and the waste which wes ee 

a consequence, was really the forerunner to a statement 
made by President Coolidge in the same yeari The 
President recognized as a consequence ef this pesition 
taken by the Bureau of Mines, or if we take the ske-eton 
out of the closet we can put it in another way, and say that 
the pressure of the Bureau of hines through the 
Department of the L[nterior became sufficiently intensive 
that the President recognized it by a pronouncement in 
1924 through the establishment ot the Federal Oil 
Conservation Board. 


The Federai Cil Conservation Board sconsistec of 


the Secretary of the Interior, the Secretary cf War, 
the Secretary of the Navy, tne Secretery of Commerce. 
IE do not remember whether that is the complete list 
or not but at any rate the Boara was jade up of 
Secretaries, each secretary appointing tc that Board 
teshnical experts who might be of assistance. 

The response of the industry was peculiar. They 
imiediately looked for Federal legislation and the 
industry, always being afraid of legislation, the uncere 
tainties of what will be done, immediately marshalled 
their efforts to prove that the industry was doing 
everything that it could do, and if it was left to the 
industry that everything would be all right, and in 
1926 the so-called Committee of saleven of the industry 


made a statement before the Federal Oil Conservation 
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Board to prove what a good job they were doing and 

the peculiar thing about that was that there was one 
Man in the industry at least who thoroughly disagreed 
with the practices of the industry at that time. That 
lian was Henry 1. Doherty. Henry L. Doherty had been 
some experimenting, laboratory experimenting on 
the side, and as a result of nis laboratory work had 
Gome to conclusions which were very similar to those 
rincings made by the Bureau of ines concerning the 
fhature of gas as 4 collateral fluid with oil and the 
effect of gas in solution on the movement of oil thYrough 
vhe sands and the effect of the release of gas upon, the 
retarding effects upon the movement of that oil through 
the sands and aiso in its effect upon surface tensions. 

The result was rather dramatic. Henry DO. Doherty 
got up at this teeting and more or less mae a show of 
she think. He refused to go along ana pointed out where 
the industry was stupid in not revognizing the actual 
physical con€itions with which the y were dealing. 

I might add that he has never been popula: with 
certain parts of the industry since, but this Committee 
of Lieven decided that they would try to scotch the 
whole business right them and there and hired a very 
important man, now the Supreme, now a Justice or the 
Chief Justice of the United States Supreme Court, to 
s0me down to Washington and tell this Government Agency 
just vhat was what, and why the Government could not 
go into Federal legislation. 

Henry L. Doherty was at that meeting and tried to 
2et a word in eadgewise, but everybody walked out on hin, 


so he carried on the rest of the battle with the CGonser- 
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vation Board by letter. 

All of this you may find in the Reports of the 
Federal Oil Conservation Board, reports Numbersl, 2, 

4 and 4 and the Proceedings of that, of the two meetings, 
in separate Reports; in other words the oil industry 

even in 1926 was not willing to accept the scientific 

facts concerting the nature of gas in oil, tut this 

sroeck of the hearings was so great that they could not 
entirely leave them alone and consequently we find the 
American Petroleum Institute in 1928 sonducting a surveys, 

a study of this particular problem, eollecting a great deal 
of data concerning o11 and gas, and this was reported at 
the 1928 Annual iieeting of the American Petroleum Institute 
but there were no conclusions from it. They, however, 
agreed that they would continue the next year to volleot 
more information and then got the Bureau of Mines to 
co-operate with them in publishing the resuits, and we 

have as a result in ~929 a momumental addition to the 
literature concerning the nature of this protlem issued 
asa Joint publication of the American Petroleum Institute 
and the Bureau of Mines. The work, the co-ordinating 
work, was done by Miller of the Bureau of Mines, and the 
report is often referred to in that way, 

So now we are down to 1929, and there is no escaping 
the facts in the case anf I think that at this point it 
hardly seems necessary to emohasize how long our oil 
industry went along without knowing about the facts with 
which it was dealing and how recently that situation 
was recognized. 


I am going to break from that subject ana go back 
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Dr. J. W. Frey. 
now to the question of the sep lanmens of legislation, 
more or less of a pro-ration types The early legislation 
on oil production control had practically no relation to 
conservation. The legislation was a conseqmence of very 
baad economic conditions. 

The first of such legislation is the Oklahoma law 
in 1915. This was a by-product of the discovery of 
Reminole and Seminole was a big field that brought in 
tremendous quantities of oil, more than the market could 
absorb. The producers were being ruined as a consequence 
of that situation and demanded action. They wrote their 
law and put it through the Legislature in OKlahoma. I 
shoulc like to call that law a "Paper Law" because before 
it was, before its effective date, the economic conditions 
in the industry had so much changed as a result of the 
World War denands that there was no occasion to exercise 
it and it stayed on the Statute Kooksof that otate prac- 
tically without any effect until 1926 when it was brought 
in in the case of another emergency. 

Those laws, while they are sometimes called “Conser- 
vation Laws" really were pro-ration laws for economic 
effect. 

From 1915 to 1926 when the inGustry was talking about 
how fine .- the distribution was and how there was no: 
waste in the Sale homheate were no great new pools. 
They had not been shot over that period of a proximately 
nine years, and so they were feeling rather sure that the 
industry itself could deal with the problem, but hardly 
had they finished with this atatement by our Honourable 
now Justice, than things broke loose again in the Mid- 


Continent and immediately we were in for another period 
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of economic Gerangement with the result that that old 
Paper Law of 1915 was again brought to the front and 
asead in Oklahoma in L926; 

The law, however, was not thoroughly effective 
because just before the discovery of the Oklahome City 
field the pro-ration to market demand had been eliminated 
from the law; consequently the State ran into great 
difficulties with the development of that great field 
there in Oklahoma City, a very high producing field under 
a great deal cf gas pressure. 

We move now into the period of great chaos in the 
industry. In 1940, late 1980, as I mentioned before, 

Dad Joiner brought in the Discovery well in iiast Texas 
and by 1941 that field became a very serious probler. 
Tr problem in Oklahoma and Texas became so great that 
both Governors resorted to military rule in attempte to 
eslose down those fields to bring the price of crude oil 
to $1.00. The price - had completely, the bottom hau 
compLevely dropped out, and military action was taken 
with the idea that they would hold those fields in a 
Glosed position until the price of oil came up to 61.00. 
You. gan see then that the Stetes were iumeciately 
aealing with the problem of expediency in production 
rather than with the more long-range point of view, 
conservation, and in 19e1 the State of Texas passed a 
Jaw more or less on the pattern of the Oklahoma law. 

Following that a long series of Court actions 
oceurred in which one or another part of the law wae 
broken down and the Legislatures called back into special 


session to patch it up, until finally by 1932, certainly 
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by 1934, they had a law that woula stand up in the Courts, 
but there was one thing about the problem that was very 
difficlt and that was, that mae they might control the 
production within the State, or the commerce within the 
State, they lost control just as soon as it moved across 
State lines and this introduced the next problem of how 
were they going to allocate the production as between 
the States so that the States woula have equitable shares 
in them. 

We had no Federal law and in the period prior to 

the present administration, the Federal Oil Cnnservat ion 
Board represented the sum total of contacts for co-operati on 
with the industry in the question of bringing about a 
reasonable relationship bctween supply and demande J 1 
1940 the American Petroleum Institute conceived the idea 
that they might be able to get the industry to act co- 
operatively, to do the right thing, in reducing production 
and thereby stabilizing the industry. There was also this 
element of preventing a very serious and unreasonable 
waste and the Institute organized an Economy Committee 
to report twice a year at its Annual and Semi-Annual 
meetings for that purpose; in order that the Institute 
would not be the only reporting bocy on the subject, a 
request was made to the Chairman of the National, of the 
Petroleum Gonservation Board, to make a similar study 
to be presented at the same time so that if one report 
was out of line that the other would more or less serve 
as a check. The Government accepted that recommendation 
and started to make what was known as"voluntary reports," 


on "economic conditions in the petroleum industry. The 
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first two of those were made by people entirely outSide 
the Governuent. Dr.le@gque and J. L. s:icThomas and several 
other men served on those committees but they soon saw 
that that was not practical ana felt that the problems 
shoulé be handled more directly by the Governnent, so 
Government comiittees were appointed for that purpose 
and in the late, early 1941, I personally became a 
menber of the first one of those.Govermient comuittees 
and worked on reports 2 ané 3 ane 4 and 5, anc then 


became the Chairman of that same com.ittee on the 


reports 6, 7 and 8. 
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which brings brings us down to 1933. We made thcse 
studies of morketing demand and then attempted to show 
how much oil shuuld be preduced in each of the States 

in order that each State would get a reasonable share 

of the total business and if they exercised good judge- 
ment they could 7.0 it witnout waste. That was entirely 
on a voluntary besis end had the disadvantages of any 
such volunary action in thet those who saw the light 
followed the recommendation %U% there were always a 
Suificiently large number of recalcitrants who did not 
want tc follow who made it difficult for the others. 

So those who epproeched the thing reasonably hed to 

pay the penalty of carrying the very smell percentage 
that did not want anything to do with it. Now there are 
some States in the United States that have no conservation 
laws nor heve they any pro-ration laws. The State of 

Pei cormie, unless, their.referendum of No yember 7th is 
Sevocessiul tor, the lew, we can say,for practical purposes 
has no lew, elthough the legislature passed such a law 
this past spring but for all practical puvposes it is 
not a law and it may never be. That depends upon the out- 
come of the November 7th referendum, California has been 
i@ee positiou.of baving. to carry on under. voluntary »~ro- 
ration, voluntery conservation through the entire period 
of economic disturbances in the oil industry. I do not 
believe it is necessary to describe the mechanism by which 
that is done. The fallacy of it is of course, just 4s 
with our national attempt at the problem that there is 
no way of enforcing the findings of the Committee upon 
those who do not want to have it applied, and that is a 
very destructive thing. Probably 97% of Petroleum 


the 
Industry in California wants to do the right thing. That 
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they want to do the right thing is indicated by the 

degree of success thet they have had under voluntary 
pro-ration in spite of the activity of this very small 
minority which cannot possibly exceed 3% of the total 
production. There is no way in the State of California 

of forcing upon sny oil producer anything that he does 

mOu Went: There is no well spacing "law in California. 
‘what would be a very fundamental thing even if they had 
thet, the thing would be tremendously to the good. But 
the only protection that enyone has in Celifornia now 

is through a law which restrains a driller from approaching 
Within a certein number of yards of the boundary. Other 
than thet the situation is absolutely open, barring of 
course thet very simple type of conservation legislation 
which ceme in there in 1911 which has to do primarily with 
drilling and casing. Illinois i: another State thet has 
no conservetion law. Montana has no conservetion law 

that goes to the question of marketing demand -- 

pardon me, has no law thet goes to the question of market 
demand and it has no conservetion law other than the very 
Obvious one concerning drilling and spacing end plugging 
and damages of thet type. Wyoming is in the smme position. 
The strong pro-retion laws are those of Oklahoma, Kansas, 
Texas, New Mexico, Louisianna and more recently 4rkensas. 
Arkansas has the letest in the way of conservation legis- 
lation and it dealsmuch more logically with the problem 

of conservetion then in the States that passed laws to 
meet expediency of over production, There is no Federal 


law that hes any influence on oil produced anywhere in 


the United States except upon Federal, that is public lend, 
naval reserves and Indian lends. Other than those there is 


no Federal lew thet applies to conservation. We can in 
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the United states control production on public land and 
every new development on public land is required to sub- 

mit a plan for development which must be approved by 

the conservetion branch of the Geologicel Survey, Depart- 
ment of Interior. That however, is recent. It has never 
been effective any major way since 1925. Thore was a 

law passed in 1920 thet geve some exercise of contrul but not 
unvil 1925 did the Federal Government have even eny control 
of producticn on Federal land . One hears a great deal 
about the so-cellec Connolly Law, which agency I am conrm ct- 
eo With, The Connolly Lew is a very simple lew. All it 
does is to prohibit movement in inter-state commerce of eid 
that. has been produced in violation of State lew . It sets 
no stendards whetsoever concerning the law of the State and 
in that it is just as weak as the State lew . One also 
heers that we have the so-called Inter-State oil Compact 

that regulates our production. The Inter-State Oil Compact 
is really an association of States, six or seven States 

now belong to it. They agree they will work toward uniform 
Gonservation laws and thet is just about all. They define 
whet some of the elements are that they should consider in 
working towards such uniform laws It might be desirable 
since one often hears this agency misconstrued to actually 
point out what they have set up for themselves. I have 

Ss quotepion. .It is on page 397. Will you Mr. Frewley road 
ieie. Gifind Lt. very difficult to reed 1% im this 21200. 
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'"Pebrucry 16, 1935, and wes subsequently ratified 


thy the States of New Mexico, Kansas, Cklehoma, 


“Tllinois, Colorado, and Jexas. 


ee Veodg 


-14,964- 


Frey 
° 

"The declared purpose (Art 11) 
“of this agreement between the compacting States is - 
"Go conserve oil and gas by prevention of physical 
"weste thereof from any cause. 

"Rach State agreed (art. 111) 
"thet within a reasonable time it would enact laws, 
“or if enacted to continue the seme in force - 
*to accomplish within reesoneble limits the wee 
mt (e) the opsration of any oil well with an in- 
"“erticient~gas-ol) ratio. 

(b) the drowning with water of any stratum cap- 
"abie, of producing oi bor wes) om both OTP end’ eas, 
"in paying quentities. 
mt (ce) the avoidable escape into the open air 
* or the wasteful burning of gas from a natural-ges 
"well. 

(d) The creation of unnecessary fire hazards. 
‘1 (6) ‘The: drilling, equippike, Iecevine, “spacing, 
"or opereting of a well or wells so as to bring 
tebout physical waste of o1 bor gas’ or *bossin ths 
fultimate recovery thereof. 

(f) The inefficient, excessive, or improper 
tuse of the reservoir energy in producing any well. 
it iv seta oie LY, one states 
‘aereed to deny aceess to commerce to oil produced 
"in violation of State conservetion laws and to 
tprovide penalties for the waste of oil or gas. 

“article V provides: 
tr Tt is» not. the, purpose of this: Gompe ct to author- 
“ize the Stetes joining herein to limit the prod- 


tnhetion of oil or ges for the purpose of stabilizing 
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tor fixing the price thereof, or create or perpetuate 
"monopoly, or to promote regimentation, but is limit- 
“ed to the purpose of conserving oil and gas and 
"preventing the avoidable waste thereof within reason- 
"able limitations. 
"Article Vl provides for a 
"Commission with the duties of making inquiries 
"concerning the conservetion and prevention of the 
“physical waste of cil and ges, to recommend the 
‘coordination of the exercise of the police power 
"of the seversl States to promote the maximum ult- 
"imetée recovery from the petroleum reserves, end 
"to recommend measures for ihe maximum ultimate 
"recovery of oil and gas, 
"The idea of an interstate 
"Compact on oil more comprehensive then the Compact 
"now in force was brought to the attention of the 
"oil producing States in 1952 by the Secretary 
"of the Interior, who was also the chairman of the 
"Federal Oil Conservetion Boerd, ard in 1935 the sub- 
"committee of the committee on Interstate and Foreign 
"Commerce of the House of Representatives, which 
tinvestigated the oil industry under House bill 
t44] during 1934, encoureged the formation of a 
*compact. " 
A I am particularly interested in Article V which states 
thet it is not the purpose of this Compact to authorize 
the States to enter into agreements concerning economic 
conditions. It was supposed to be an effort in the dir- 
ection of getting uniform conservetion laws and the ap- 


oreval thet it hes received from the Federal Government 
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carries no other implication but just to show you that 

we ere dealing with expedienries in many of these cases 

and not with the fundamentals of conservation I would 

like to cell to your attention the incident that oceured 
within the Mid-continent during the mid-summer. when tt 
appeerel thet one of the oil companies posted a lower 

price on crude oil than then preveiled and this cut was 
followed by several other oil companies this problem of 
pro-raetion beceme a political football and Colonel Thompson 
who is the chairman of this ~nterstate oil Compact Commission 
called a meeting post-haste. what transpired at thet meet- 
ing exactly we do not know because it wes conducted behind 
closed doors end those of us of the Federal Government who 
have been frequently invited to such meetings were not in- 
vited to this particular meeting. But we know that immediate- 
ly following the meeting thet. five of the States,members of 
this Commission ,closed down production becéuse the price had 
been too low. while they did not meet to deal with economic 
affairs under the implied exclusion,under Article ¥, that 

the consequences of their having had a meeting and the result- 
ing close down of the States thet attended thet meeting seems to 
indicate there were considerations other than pure and simple 
dealing with the problem of conservetion. It is entirely 
possible thet they might have talked about other things, 

Now I think I have gone just about as far es necessary 

to indicate that fundamentally there has not been enough 
attention given in our country by the States to the problem 
of conservation as distinct from the sconomic considerations 
involved when one is dealing purely and simply with pro- 
ration. Pro-ration carries with it some conservation and 


I would state that there is definitely lees waste under pro- 
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ration then would be if we did not have pro“ration but 
pro-ration does not go all the way in the matter of prod- 
ucing a field or a well under the most advanced engineer- 
ing practices. Une of the r:asons that we have a break 
dowh in our States on conservation is due to the fact 

thet the spacing laws have excepticus and these exceptions 
ere exercised too freely. You have 9 field like Bast 
Texas, the spacing pattern there is to supposed to be 
definite but there are probably just as many wells drill - 
ed under the exceptions to the spacing law as there are 
drilled in conformity with. I won't make any statement 

on the percentage because l have never checked it exact- 
ly but I do know thet there are extensive areas in that 
fielj where the number of wells per acre far exceeds the 
number that should be expected in a uniform application 

of the spacing law. The same thing holds true in Oklahoma 
where spacing is disregarded very frequently. Another 
weakness sbout our State law is that in many instances the 
potential is determined on ae short flow period and in some 
instances production is based on such potentials. For 
instance in Bast Texas the potential is supposed to be 

I think 2.32% of the derived potential of an hour flow 
through a certain sized choke. Well that quite obviously 
is just plain nonsense because that field could not under 
any stretch of the imagination produce at the potential 
thet is esteblished, for the .fisld... Th would.bresk.down 
absolutely. At the present time the rate of production 
for the entire field is roughly 450,000 barrels per day 
and to think the 450,000 berrels a day as being Q. Be 


of what the field could produce is absolutely absurd. It 
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could not stand up under any such production for a 
matter of days, not to mention any long period of time, 
and with @ program of thet sort, based on the longer 
period of time, it seems to me it fails to follow good 
conserVetion principles. Another factor that makes our 
conservetion laws work bedly is that the field ellowables 
are often set on a per well pee Sh WATE regard to the 
capacity of the individual well to produce. All wells 
in e@ field are not capable of producing without waste at 
the same rate. In some fields it might be that is possible 
but it certeinly will not apply to fields everywhere with- 
vut regard to the type of structure and physical conditions 
underground. So that such type of production is unfortun- 
ate. It may result in pressure sinks in certain parts of 
the field or it may result in weter C°Ulng, either of 
Which is undesirable from the standpoint of conservation. 
In fact one of the steps forward that we must teke is to 
recognize that well 4 end well B sre not equal even though 
they are in the same field; that well A may have different 
characteristics from well B and whet suits the production 
curve of A may not suit the production eurve of B. That 
principle is not sufficiently recognized with us and while 
there are in some fields distinctions mede between 
wells which are near the edgewater and wells which are near 
the fairway, the principle does not heve wide enough applic- 
ation and the Federel Government cannot do anything about 
it, except on the lends which 1 heve mentioned before. 

I do not want to mndemn 
the pro-retion es e system, because there is a great deal 
to be said for pro-ration. It is one of the ways by which 
the equities between Pools and States cen be recognized 


and it alsc has a bearing on conservetion in that uncontrolled 
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production in one field might necessitate action in 
another field which is anti-conservational. That is if 

one field is allowed to flow too freely the competition 

of that field in its effect on price may be such as to 
force fields closer to the margin of production out of 
business for the time being and the physicel damage 

thet may occur is enormous on such shutdowns end cannot be 
lost sight of.Some fields Sey eae. and could not be brought 
beck into production without considerable expense in some 
eases and not at all in others. That does not apply for 
all oil fields but it does apply to some. Now it seems 

Zo me thet it is obvious thet if more oil is produced than 
is necessary thet there is waste. ‘the obvious place to 
meore O11 Ue in the eround ard) not on topeor Lhe) Ph) is 
possidle to build tankage so perfect and so well vented 

and sc well controlled and so automatic in the matter of 
handling of geses thet the loss of gravity. in the oil 

may not be high over a short period. But we in our country 
have seen oil stored in open pits end have seen thet oil 
change rapidly in gravity from a workable crude oil thet 
wo2ld yield much more fuel to one that becomes highly 
viscous like asphalt. We have seen that thing recur 

again end again end it does not seem to me thet it is nec- 
essary to advocate befcre any sensible >eople thet such 
actions on the part of the industry are just the sheerest 
kind of nonsense. Something one should not expect from 
reasonable people. JI can understand the conditions under 
which it wes creeted but those conditions should be avoided. 
IT then more or less come to e conclusion that all oil fields 
and every oil well in the field should be produced in such 


manner es to produce the lergest prectierl quantity of oil 


ta ie Aen oe ees Key We Dik eee oh en ft Pa) t% , 4 
AOstivediwd ol YPeert cig woe" ov bee 


sh 


} a9 hin wt yee pote ito HOMO we a3 He, 


Dc hy a ore 
: f 


Pho 0 Oo Taming” Lem Bega eat Bate sin ax! emia ent: 


= Me EA we ‘ ; (. ton a4 i ge te fade oe ent are i: 
uw f anoD Rie Rew Li ie ¥ wp, 3 Bie fo * mod 


. ir he 
Fre r , at. oe 
| idan > aeho Cr eee 
; 4] , i, * 

i. é peo o oe. ee 


ha it i ber v Ny, 
Ay ay oa 


Rit (Det TY Bd REC Seon hb aoe > ee vee Coat a] 


My ; :¢ 
a a ihe 
ra a if ¥ q # i , " ie 
VOD. O71 SOT OBW ee. 8 set ‘i Fie 
- is « . : 
a ‘i " ! sod : " Ay, se ake a Lek "ain 
ta ae y"} ‘iy ah hc > he Ave Y, 
raat as 2 { » URES a Cea Mp acs 
t TED HY ST. 
fe 4 , | ener aj 
; ‘huh a ; 
ny i te a fig Fl BAT) RL A ile aed i ait soi i Peters iy i Big 
Oe OD apr Owea: fae brney ‘tee fa ues a 


ie Pg 


aT EMORY CO) era ane ae if + t ween 


(6, PENBCO 260 oF ew Sem bad aed devotee wove rtd Teh 
; rN ‘ay ee a ad ; ‘a 


“SM Weal 


MOT touoxy Ton. bias > tb: cits 9a 


All Gala Lwin ity Ee ag, bnalt eth 
; wet or 


a St lacs cot aR 


na te Lia Ma oe Hess Ionos & 


ay 
[ao ; 
Z “ v. 


-14,970- 
J. w. Frey 


from thet well and field, end thet every engineering ef- 
fort should be made to prevent the waste of oil. I think 
thetis more or less e self-evident proposition. I think 
that in order to accomplish that it is necessery to ac- 
cumulate a great deel of scientific information mncerning 
the performence of wells end it is also necessery that 
we have a definite drilling pattern end that we stick to 
it very closely and an exception granted to the sreoime 
pattern should be under advisement a long time before the 


exception is made. 


(Page 14,971 follows) 
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I think that, with that I have covered the major 
part of conservation, except for such questions as you 
may have. 

TH: GCHAITuiAN : Dr. Frey, you have read 

in the record the system which has been adopted by the 
Government of this Province,fcr conservation purposes 

No sir, I have deliberately avoided reading them, [I 

aig not want anything I hac to say concerning conservation 
to be influenced by what has been done here. 

Yes? 

£ did not know the law here. 

Well now, we, of course, are very iiuch concerned with 

the practical effect of what takes place here. It 

goes without saying that if that which is being done is 
wrong from an engineering or other standpoint, it is 
having an effect on the cost of production in this 
community and that is a subject with which we are 

charged to inquire; now that can be brought to your 
notice, of course, as to what the formula, if I may 

Call it that, is ana if you have any observations to make 
about it we will be very glad to have them, but turning to 
the general for the moment, is there any conservation 

law in your country,- anc I am speaking now of statutory 
enactments,- which has attempted to strike at the rule of 
capture, that arbitrary rule laid down judicially, which 
has been followed, a rule which you think is wrong and 

I have no doubt that a very great many, if not most 
thinking people, may join in your criticism, but it be ing 
wrong and the wrongs of judicial officials who have been 
wrong can be corrected and are corrected by legislatures 


everywhere, has that not engaged the attention of the 


4 
gaa ‘ei Nees er att err Lark a 
; fee F 
Bea hat ee: : 
ey ag inte ts 
Eee sa ails Sigal a LA aia ; 
Sao ae af wt “iM Oke 
ee - ae f Fs ee Ea ee Mab aie FS uN an , 
ag te “pad Foie ‘nesd ‘eael bis 
SE Ty ere VSR ere ey 
es CRE Ra et 
Rr ear RET reve ee 
are ne vi ap an walle) 
Got Pav toe 08 dco Waa ae aaq 
ie rg dae ; 5 
QUOD" He 
if § i Pris Sas 
Horr ud: He sii 
Spat 
1h Ou 
ie eae 
Ge * ey ae ae ; 
ie ‘i iid ‘tig 
7 : i 4 
ere ee a: sae: eee bese ey Bae 
ie Os { ak t <j hed 
| : sito ri re: ‘invite i& 


C-3 
e 


Dr 


& 


Je \¥e Frey. 


~ 14,972 


legislatures in your country? 

Oh, I think we have in our State, having even pro-ration 
laws, we have reduced the effeet of the rule of capture. 
I should say that any State that undertakes the real 

Job of conservation destroys the rule ‘of capture automat- 
ically. 

Yes? 

Where there is a spacing pattern ana where there is prc- 
rateable takings, based on engineering findings, there 

is no rule of capture. The rule of capture disappears 
under such arti eeahe oon 

Now just what do you mean by “rateable takings"? 

I mean that every wel) in the field is given a rate at 
which it will produce effectively, efficiently, according 
to es findings by engineers of the capacity of that 
well to produce. You see then it is not a question of 
the individual having a free opportunity to reduce that 
oil to possession. He must reduce it to possession only 
on the findings of the Commuission, and when such is the 
case he is deprived of his advantages that exist to hin,. 
OY exlst for hin, under the rule of capture. ve is ne 
longer working under the rule of capture if he has to 
locate the well in the field in a particular way and with 
respect to a certain area; unaer the rule of capture he 
could locate the well anywhere he pleased and as many as 
he pleased, on a picce of land; under the well spacing 
pattern that does not apply. He 1s restricted to 
drilling in a particular place and in a particular sized 
area anc he @anmnot produce as much as he wishes. He flust 


produce there r&éteable withrespect to the capacity of 
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the well to produce and not just anything that can be 
procuced without regard for the neighbours. I should 
say that the rule of capture carried out the common law 
of concept of underground water. I believe that the 
English common law :ecognized that anyone might take as 
much water out of a well as they cared to and the 
common law you will find through the Kastern parts of 
the United States, but when you go to California you will 
find a different situation, and there the problem was 
attacked differently. 

By the very nature of the country there wus not an 
equal amount of water under all lanc, anc one could not 
take, without regard for the interests of the other. 

It was considered unfair, for instance, to produce water 
in one valley and pump it over the crest into another 
valley, and as a result of that in waterlogged California 
we have developed the principle of correlative rights. 
Now then, just as soon as you establish a drilling 
pattern and drilling within a certain acreage and pro- 
rateable takings, you are right back to the principle 

of correlative rights, in which you are absolutely in 
conflict with the common law principle of taking 
anything you want tO- | 

That is all right, but what I do not understand, Doctor, 
is this. I can understand the pattern. I can understand 
that you woulc be limited to a pattern in your drilling. 
I oan understand that when you have drilled, that you 
may be hel@ down to efficient producticn. I understand 
all that perf«ctly? 
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Q. But the thing which bothers me is that there appears 
to be nowhere in the so-called conservations laws, a 
limit on the number of wells within the vattern that 


enybody May Grili”in a Pield: 


J Uh. nm @ Tleid? 
Q, Yes? 
ra) The very fact that you set up a rattern indicates ou 


Limit the number of wells which can be drilled in a 
field. If you did not have a pattern you would not 
have any limitation upon the number. 

Q, Gulte so. You limit the number of wells in the field, yes, 
end my expression was inapt in that respect, but having 
fixed all of the wells which may be drilled in the field, 
you do not say when they may be drilled, do you? 

A Wo, they do not have to be drilled at the same time. 

Q, NO 4 

A They may be drilled over the life of the field. 

Q But they may be drilled at the same time?’ 

A Oh yes. All of them could be drilled at the same time, and 
as a matter of fact where drilling is comparatively 
simple and a short time thing, the increase in the number 
of wells is very very rapid. Last Texas drilled 26,000 
wells in, let me see, they drilled £6,000 wells in a 
period of about six years. 

Q Yes? 

A And the other thing is that towards the end of the period 
the drilling was going into these excentions rather than 
into the general pattern. 

(, Yes? 

A %o that whole pattern of the field was well developed within 


three years. Now there it is a very simple drilling 
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proposition. You can drill a well and bring it into 
production in seven days. 

Q, But you say that does not touch it then, take the case 
vhere there is a period of time when doubtless there is 
great over-production of oil, build your pattern as you 
may, so long as you have no, control of quantitative 
drilling, you can force me to drill a well, because the 
rule of capture is still there, if I do not, my neighbour 
will get it; you ean force me by the simple expediency, 
at least force me to invest the money by the simple 
expediency of putting dow. a well; he will be made to 
withdraw efficiently, but he can withdraw quite efficiently 

all that I have got unless I put auwn a well, and so I ng 
have got to maks the capital expenditure to produce that 
which is not wanted in the market. X 

A Well now, first of all I am assuming that there will be a 
degree cf pro-ration with sénaervatiion, because I say that 
the indication of waste is the accumulation of stock. 

Q Yes? 

If you build a stock, that indicates you are taking some- 
thing out of the ground and putting it on top when you 
Should not be. 

Q, Yes? 

Now then on that basis, you are not pro-rating to market 
demand but you are pro~rating to prevent a waste through 
unreasonable storage; in such an event the market 
demand does affect the conservation because you camnot 
produce at an unreasonable rate during such a period as 
you indicate of too much potential, you cannot have 


really overproduction under a good conservation prograizie. 


Q Quite? 
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A But you might have excessive production, pardon me, 


you might have excessive potential , which would have an 
effect of reducing the pro-rational takings. 

Q That is all right, but can you, and I am trying to 
explore it, Doctor, and I seek only infornation? 

A Yes. 

Q What I am trying to explore is, can you get true 
conservation at all, any time, any way, without the 
gonservation body undertaking to control drilling? 

A Yes, you can. 

Q. Now I am not talking just about the pattern of the 
perlbhing Or the efficiency of withdrawal, 1. am tel king 
about quantitative drilling? 

A You can have conservation with quantitative drilling. 
It tends to cut back on the production, and then we 
impinge upon conservation, but upon economic and equity 
consideration. Those ars apart from conservation as 
I am looking at ite 

Q Yes? 

A Meat ts, if a person is not in a position to drill 
by reason of lack of funds, there is an unfortunate 
economic situation, but it does not spoil conservation 
because in conservation we are concerned with gett ing 
the most that we can out of the ground with the least 
possible waste and we are not concerned with setting 
up a system by which every owner of the J iun ae 
equipped with the necessary fUnds to carry on commercial 
activities. 

Q No? 

A If he,later becomes, if he later comes into those funds, 


he may exercise his right to drill but we are going to 
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take the oil out of the ground at such a rate that there 
will be a minimum of waste and we are not setting up, we 
do not propose to set up a pattern of activity in which 
every surface owner is somehow or other automatically 
capitalized to drill equal with all others. 

Q Now let us examine that, leaving aside now the position 
of the individual in any field which I think with you 
is unimportant in true conservati on? 

A Yes. 

Q But we have the premise that storage above ground is waste 
if storage in the earth serves the needs? 

A Yese 

Q, If the needs of the people, the needs of the merket are 
presently being served, then surplus storage above the 
ground is waste, is it not? 

A Yes. 

Q, Just not economically but waste from a conservation 
standpoint’ 

A Yes. 

Q, I unéerstood you to lay down that proposition. Them I 
suggest, no mattcr how fine your pattern, no matter 
how fine the requirements of efficient withdrawal may 
be, if the proper conservation body. - and Ll an leaving 
out the economic side for the moment, ~ if the true 
consérvation body is in control of how much oil may be 
pulled out of the pool, no matter how efficiently it may 
be withdrawn, with regard to any particular well or all 
wells, it is doing that which is not conservation because 
it is allowing to be brought to the surface that which is 


not now needed? 


A Yes, I think that is in the principle of it. That,let us 
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take the extreme in which there is no necessity for 
controlling the rate of production because there is no 

oil going into storage; in which the full physical 
Characteristics of the field may go to the limit. We 

Gali produce up to a certain level and all of it is 

absorbed. We do not have to cut back because it is not 

going into storage; now under such a situation the engineers 
would determine what each well em produce efficiently; 

wells that are drilled, and they would produce that way and 
that would produce a minimum of waste in the number of wells 
there is some relationship to what may ultimately be paced 
if you want the most perfect drilling you would make a pin- 
6uShion out of the field and thea hold down the pressure, 
hold it down, each well down to what it could take. The 
Pome’ shion, however, would be a very closely spaced pin- 
cushion, All that ise economically impossible because if 

one does not have enough oil under the land which is attri- 
butabie to’ that well, to justify the drilling of the well, 
possibility of extraction isspoiled economically before you 
start, 30 that the drilling pattern does take cognizance 

of she economic situation ween the pattern is laid duwn. 

Yes? . 

Because there is a certain amount of oil under each acre of 
that land and if that oil cannot be extracted with the number 
of wells put down and cover the cost of actually producing 
it, the out-of-pocket costs, plus the amount of money which 
was spent in finding it, then there is no use of drilling 
into it at all. It seems to me that the drilling pattern 
takes account of, not exactly but to a certain extent, 


of the ultimate eccnomic realization. 
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Q Quite so. We probably would not be concerned with 
considerations of conservation unless in the long run 
they touched the economic side? 

A Well I think that we as a nation are concerned with 
conservation, not as an altruistic thought of an iceal, 
we sre concerned because we believe that if we do not 
conserve what we have, that is if we do not make good use 
of what we have and gct all that we can, that we are going 


to pay ana pay a lot in the long run; that is as a nation. 


Q You can use it for reserves for national business and 
the like? 
A Yes, very definitely so. Some of the opponents of con-. 


servation say "Oh, what is the use, take it while you can 
get it and blame take the consequences, because when you 
get through with the oil, why look what you have in coal". 
There is an answer to that, it seems to me, and the answer 
is very definitely economic. We are not talking about an 
ideal that you should not waste because it is naughty to 
waste, it is not a matter of morals et Gll-It is a matter 
of good, commercial eccnomy, to make that oil come out at 
as low a price as we can as long as we cam and not produce 
wastefully, and then find that our production costs go up 
to such a point that we have oil not at 5 cents or 5g cents 
a gallon in the Wid“Continent, but we will have lo cents or 
18 cents and so on. We are faced with what can we substitute 
for the oil. 
Well now, I am not going to say that the chemists are 
not going to find any better wey of doing things than they 
are doing now; probably they will, but we have to act on 
present knowledge and we cannot find that alcohol, for example, 


would do so much good, our costs of procuction of alcohol 
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in the United States, even at moderate prices for 
agricultural products, would be somewhere around 25 
cents a gallon at the refinery as against our 5 or 
5% and up on gasoline. If we were forced to go into 
coal we would have an enormous capital expenditure. 
I+ would cost-.as much to build refineries for operating 
on coal as the totalcapital investment of the vetroleum 
industry at the present time, that is it would cost us, 
we figure that our total capital investment in petroleum 
today is around twelve: to thirteen biliion dollirs 
now it would cost us abouttwelve to thirteen billion dollars 
. to build enough refineries to produce the gasoline from 
Goal, and when we were through with it, if we allow no 
prefit to the producer of the coal and simply calculate 
our production on the basis of out-of-pocket costs in 
lifting the coal, no: profits at all, we camot see. that 
there is very much possibility at the moment of producing 
gasoline from coal for less than about 2l cents a gallon 
as the refinery. 

Well now, assuming that people would pay 21 cents a 
gallon at the refinery. How many could? What would be 
the effect on the national economy, because our national 
economy after all is not made up on just one item, it 
is made up of hundreds and thousands of items, all of 
which bear some budgeting position with respect to the 
total economics and it is entirely possible that we could 
do at, Seohticeally we could do it Lue’ Titencially T very 
much coubt whether our economy would absorb the 400% 
increase in the price of gasoline at the refinery. 

T a€e not think anyone qucstions in this day and generation, 


do they, the desirability of conservation in connection with 
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petroleum products? 

A Oh yes, yes» We find very strong arguments against 
conservation in the States. Wwe have a laissez-faire. 

Q You still have then? 

A Oh, we do in large numbers. In fact nest is an 
intensive effort in California to beat down that cunser- 
vation law which was just passed, definitely the 
activities of our strong laissez-faire in California 
which are only 3%, but they have plenty of money to spend. 

a) All right. Assuming that, Doctor, that there are those 
left, E did not know therewere , and there are 3% who 
are against conservation methofis, assuming there are; 
the point I desire to make if I can, and if you think 
it is a sound one, and it is this, granting the desira- 
bility of conservation, granting that it has application 
to the pool as a whole and to individual wells with 
respect to efficient withdrawl fron them, that true 
conservation must be associated with and ultinately will 
be associated with control of drilling in that pool? 

A We do not vision it that way at all; that is to go to 
the ultimate, that it will be associated with the number 


of wells drilled in the field. 


Q, Yes, that is what I mean, at a given time? 

A At a given time. 

Q Yes? 

A No; we think that that would involve so much in the way 
of commercial control of the pool that we do not feel 
that we are ready for that step. 

Q Now can we follow that up, if you do not have any control 


as to the quantity of oil that may be withdrawn from a 


pool at any given time....-. 
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A No, but we do, we do have control on the quantity which 


may be withdrawn from the pool. 

Q, How do you; as a matter of conservation, how do you? 

A As @ matter of conservation. 

Q Well if you do not, you say that no matter how many 
wells may be drilled, we do not care, but how much oil 
comes to the surface, we dO care, is that right? 

A No, I think that is not quite what I intended to say. 

Q Then I did not understand. 

A I said that every well has a right of flow which may be 
determined. 

Q Yes? 

A And that right of flow determined on engineering principles 
is the maximum that that well may produce under conser- 
vation. 

Q Yes? 

Now then if we go further, that is without any necessity 
for reducing the quantity of oil produced from the field; 
if, however, there is so much oil being produced that that 
full enginéering efficiency cannot be realized in each 
well, then the whole field would be pro-rated down and 
‘each well would be reduced in proportion to the amount 
that it should be in order to get the over-all efficient 
proportion for each well in the field, but at a lower 
level. 

Q Yess Now I understand that perfectly I think. I hope 
I do, but does not that, Doctor, presuppose qa static 
position in the number of wells which are down in your 
pool? 


A . No sir, because we take, we adjust that for each well that 


comes in. 
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Quite so, and so I put it to you, for example, you 

now have all the oil being produced efficiently from 

the number of wells that you now have, to serve the 
Market that you now have; then to allow taree times 
that number of wells to be drilled is neither consistent 
with efficient withdrawal frnm the pool as a whole nor is 
it from any standpoint of good conservation practice. 

It is perfectly good conservation practice just so long 
as you do not push the production of the well down to 
the point where the well itself is wasting as a result 
of too low production; there is a possibility for 
instance of reducing the well down to the point where 

it loses efficiency but there is a long range ordinarily 
between what is called the optimum range; the optimum 
range of a well is rather wide; that it will produce 


efficiently at a given top level? 


But it will also produce efficiemtly down to a very much 
lower level., and while I grant you that that has a marked 
effect on costs by reason of the difference in the rate 
of flow from the standpoint of conservation that is not 
suicidal at all because probably it woulc be more advan- 
tageous, even although it may produce relatively little 
waste at its higher level and the whole matter is 
relative of course. 

Yes? 

it might produce more efficiently at a considerably lower 
level, and that that level coula be pushed down to + he 
point where the production is quite small before you run 


into the other obstacie of producing *t too low a level 


for efficiency. 
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You have an optimum there. It is not just one figure. 
I understand. 

Because it is relative down to the range in which it can 
be produced at greater or less effici-ncy, the efficiency 
factor being variable. Now then, from a conservation 
point of view it is immaterial just as long as it does 
not go over this top, it is immaterial how close it gets 
to the point at which it is going to show waste as a 
result of low production. There is where we run 

into conflict. of conservation with economics. But 
considering straight conservation we do not need to worry 
about that. We may be concerned, however, with the 
economic consequence. 

I am concerned with treating this just as you have done 
in two compartments, if you will? 


Yes, Sir. 


) 
First, conservation, and I am suggesting that to drill 

out a whole field according to a pattern and not let the 
oil come to the top of the earth, but drill out the whole 
pool: the way anybody likes. Everybody drills as many 
wells as they like and the whole field is drilled up 

but they are not allowed to bring it to the top of the 
Surface because that would be wasteful. It would be 
storing above ground instead of in the earth. I suggest 
for your consideration that to do that thing and you can, 
carrying it ultimately beyond that you say, as I understand 
it, is that you would be holding back to a point where 

you would push oil into your structure that would never 
come out. tf the whole pool was drilled out but not 


withdrawn that you would be holding back such a body of oil, 
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artificially holding it back, that the idea of conserva- 
tion would be nullified? 

MES, oes 

It is with that thought in my mind that I have been 
wondering if we can ever get true conservation without . 

the conserving body being able to say how fast the wells 
can gn down just as much as they are able to say how fast 
there shall be withdrawal from that well. if your market 
does not need the whole field being drilled up I am putting 
it to you it is not good business to drill up that whole 
field,and I leave aside good business for the moment, but 

I say it might result in definite loss from a purely 
conservation standpoint. We have engineering evidence to 
that effect, that you can hold back wells to their 
destruction as well as let them go too wild. 

From a theoretical, highly ideal point of view, I would 

say that if there were no regard for money, which, strangely 
again, is highly hypotheticai, that our best practice 

would be to just drill a flele and until we find ant ani. 
about it to have no production until we do find out about 
oie But there are not very many people that could stand 
that pressure of waiting or of putting - especially in 
expensive fields - putting hundreds of thousands of dollars 
into each well and having to drill 10's, 20's an@ 30's 

of them in order to test out the structure. That Dak te” 
unusual. i know that it is done in certain plases yherg 
one company controls all of the cag and where large 
investments are necessary. In such a situation an oil 
company that is going to follow conservation vee 
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it in will spend millions of dollars proving the Pield; and. 
tens of millions of dollars of further sere darren pia 
order to utilize the products of the field. But that is 
not the way things worked with us. Ws have wild-catters 
and we do not want to stop these wild-catters. They are 
independent business men and they represent in number a 
very much greater number than the integrated companies 

and they are producing more than 50% of the oil in the 
United States. These wild-catters are consequently 


important to us. They are the ones that go out and make 


Tinds. 
Q tee, £ understand. 
A The wild-catters make amany mere finds than the more 


conservative big interests. They do not make as big finds 
/ as a rule but they make more of them. We do not want to 
stop the wild-catter and we certainly would stop him 
\ absolutely stark cold in his tracks if he had to wait 
fj \ and drill a field to find out what it would produce; where 
the limits were and all that sort of thing. if hé-nad. to 
do that he would be stopped before he got started. 
Q I would think so. | 
A During the period of the Code we did a good deal of work 
on oil pool development and 5 ie oe under the Code over 
200 oil pool agreements. They were unitized. Now, 
under that we let eweryone drill to Ais heart's content 
until there were 10 wells in a field. After there were 10 
then we established a pattern for operation. But we had 
to Jeave some leeway for the wild-catter. He is so vital 
to our further discovery of oil and we did not eerie to do 


anything that is going to prohibit him free action. 
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We ¢o not want to do anything that will drive the 
independent oil companies out of productiou and for that 
reason we feel we have to have a great deal of flexibility 
in advocating conservation legislation. 
I understand. I do know about the wild-catter and his 
value to the industry. But I was only for the moment 
trying to follow your example of divorcing true conserva- 
tion from all other considerations. I can quite see it 
Costs Money to determine the limits of a field, Dut TF 
just wanted to make the simple point on conservation, which 
oS,/4t ib be 6 Sound Point to make and “if Bot you wit 
tell me so —- that the simple point that true conservation 
Gannot be divoracei in its entirety from drilling centrol, 
not only as to efficiency in withdrawal but as to 
quantitative drilling. If that be settled one way or the 
opher, £ would like to explore other things. 
Well, I oan only give you the best of our judgment. ‘We 
have been studying since 1934, studying to write into a 
law all that we think is necessary to accomplish conserva- 
tion and while that problem has come up and been 
discussed time and time agein, and I am now talking about 
all of. the technical) people, in our iSnawtneet who have had 
to settle this thing, we have not come to a conclusion 
that it is necessary to control the rate of drilling. 
We cannot bring ourselves quite that far and I say that 
that is a concensus judgment of those of us who have been 
trying to draw up a model law that would apply to the 
United States. 


There are, of course,a lot of engineers in your industry 
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who think that true conservation must have within its 
purview some measure.of eontrol of drilling. Are there. no ty 
Yes, there are, and some of them I highly respect their 
judgment. They have come to a different conclusion. 
Quite. 

And I say = have no quarrel with them at all because some 
of them are: very good friends of mine but I just vannot 
Bee that our group can go that far. We have not been 
gnle To exyend our thinking that tar. 

Now, Doctor, just to carry on with the next point that I 
have in mind, which you have already touched in discussing 
this first phase, and that is the question of efficient 
produetion from the field, granting with: you ‘for the 
moment that a true conservation law need not contempi ate 
control over quantitative drilligg. The fact: remains, 
does it not, the ideal production, the ‘ideal withdrawal 
from any pool - ideal in the sense of getting the most 

oil from the whole pool - would be in-some form of unit 
operation? 

I think that all of the efforts that we have made in 
trying to write a law include the idea of development of 
the pool, having in mind all of the elements, physical 
elements of the pool. I should say that probably the 
best development anywhere in the eountry or in the world 
are unit pools. But I do not believe that under a 
competitive system that ee is- necessary to force unitizatior 
to the point of complete commercial control and the 


operation be only one executive head. 
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T would like to come to just the practicability, if I mey, 
just to get the system, and if I understand you, you do 


say that the ideal operation, whether it is practicable or 
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not, the ideal withdrawal would be by way of unit operation, 

and you would expect to get the most out of a given pool 

that way? | 

Ch, I would consider if one company, for instance, owned 

an entire pool and had good engineering intelligence, 

that that one company would do the best job. 

Of getting as much of the oil ag possible out of that pool? 

Yes. 

Now, you come to the next consideration and that is to say, 

accepting that premise, is it practicable where you have 

one pool but divided ownership, to evolve any scheme 

whereby there is unit operation or as near as may be to 

unit operation that you would get in the pool with 

undivided ownership? 

i think our theory of uniform well spacing and pro- 

rateable taking is a compromise where you have divided 

ownership. 

And does that carry you, do you think, as a practical 

thing - and we are now talking about preothesniete - 

do you think that that serves----well, take by way of 

illustration our own pool with which we are primarily 

concerned, and I put it before you merely as illustrative 

of the point. There is first investment of eapitad | 

rateable withdrawing - yes. Pro-rating to market ~- yes. 

But if John Smith drills a well to-day and within the 
pattern I am adjacent to him TI have got to drill a well 

to-morrow and the market does not require it and I have 

got to put down $150,000.00, to get down to practical 

things, to get something that is not needed on the surface. 

And so I am questioning that. I am questioning something 


more, that if the whole theory on which conservation is 
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based is that there is one pool common to all, whether 

or not there should not be drilling according to a ssheme 
that will bring out that oil in reYation to the nova hiee 
of those opposed, not in relation to their immediate 
financial power to put down a hole. Now, we are dealing 
with practical things as distinguished from conservation 
pure and simple. In the light of that. do you say that pro- 
ration and rateable taking is in the world of practical 
things enough? 

Yes, wk GQ. Now, 2 will itry to exolainowhy: LEyou 
carried the idea of unit development to the ultimate the 
whole unit would have to be perforated at one and the same 
time, or it would have to be rade a commercial entity in 
whieh there would be just as great difficulty concerning 
that individual who does not possess the power, financial 
power to go ahead that he is in no better position to 

join a group making up a company than he is to operate 
individually. 

NO? 

The operation of that whole structure as a unit demands 
knowledge coneerning what it is as a dias And all oil 
fields are not subject to such careful delineation with 
relatively small drilling. I believe to-day that you do 
not even know the extent of the Turner Valley OL V\Faele. 
Now, the other thing that goes right along with that, and 
that is if you had to wait to delimit by Statute all 
service peat and all of those who had surface rights in 
the fie1d, you would not have any development because there 
is too much risk involved and all surface owners would not 


be willing to participate in that risk, and consequently 
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the individual with the risk-taking characteristics really 
forces the development which becomes your possession as a 
group. But if you had to wait, the possibility of waiting 
until everything was aeautiietea would spoil the thing from a 
_ commercial point of view. 
Q You (ani then it is quite impracticable to have prey 
thing as unit operatdon associated with divided ownership? 
A i think that if owners want to co-operate in unit operation 
they should be permitted to and they should be given 
every encouragement by the Government but there are 
situations in which it seems impractical to force unit 
operation. As a theory that is the only thing but for 
practical consideration it does not always work out. 
Q Has it worked out in the places it has been tried. We 


have a unit operation, of course, in South America, 


cena ni 


haven't we? 


A We have very large unit operations in quite a number of 
places. 
Q That is single ownership? 


A For instance, we have a unit operation of the Dutch, 
English, French and americans and Galdbenkian over there 
iat) “iraq. That is operated as a unit. 

Divided ownership amongst large corporations? 

They have put it into a common pool. And, of course, 
you have the Anglo Iranian in Iran, and you have the 
Standard of California in Beyran. You have the | 
subsidiary of the Imperial in Colombia. 

Q Tat is .a very highly efficient operation, is it not? 

A Yes, it is efficient. They also have unit operations in 

| 


Peru. There are many unit operations over the world. 
/ 
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And they work best? 

I think that that is ideal, is to be able to develop a 
ine ese Nt. 

wow then, haven't we, Doctor, instances of divided owner-_ 
Ship where by voluntary agreement they have gone in for 
unit Operation? 

Yes. We have a good example of that in Maracaibo,where 
the Lagos Petroleum Company and the Shell have an asreement 
concerning the unit developmemt along the shore. We | 


i 


have many units of that kind in the United States where | 
only two or three companies are involved and they have | 
been able to get together and agree on a plan am the 
Federal Government and the State Government have always | 
encouraged such unit operations where they are possible.) 
I know of a number in California. I should say the best 
operations in California are cither exclusively operated 
or are operated as units by two or three sompanies. | 
Uncontrolled development in California, is the most 
frightful example of waste that I know of in any large 
How do they work out in those cases in which two seis 
companies have voluntarily agreed to pool their efforts 
and to have unit operation. How have they worked it out? 
Cn the basis of the land above, ownership of the land 
above, or how? | 

I really do not know in all cases, because most of these 
are contractual things in which a company like the Union 
Oil Company and the Standard of California will agree 

to the operation-of a unit, or maybe Shell and Standard 


with this company and the others. Most of these are 


contractual relationships. 
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4nd it would not come under your notice? 

Wo, they would not. Typically, it is a question of 
agreement concerning the total interests in the leases 
ané where these leases are on the stractures and trying 
to determine hcw much each company owns of the oil in 
place, and then agreements concerning huw they will develop 
it; and. if it is a re-pressuring . job how much each pays 
for re-pressuring and all that sort of thing. Where the 
difficulty lies ig that you cannot ordinarily force peopie 
into unit operations because there are always some people 
who are unreasonable. The success of unit operations 
depends upon the reasonableness of the people who are 
involved. 

Yes? 

and then when you get a bull-head into the thing that is 
just too bad. We have had a unit operation in the 
Kellerman Hills in California. The Federal Government 
owns a good deal of the Kellerman Hills and has leasés 

On mich sow: it. While there is only one period in which 
that operation, in which we had pretty complete control 
of Kellerman !iills but not complete, we had a large 
percentage of Government ownership but we do not own all 
of it, but we own a considerable part of it and we have 
been anxious all through the history of Kellerman Hilis 
to maintain a unit operation in that area. Rut some 

of the edge operators in that field are not of that same 
mind and we could not force them into unit operation. 

We have no mechanism by which we can determine their 
place in the picture and their values and all that sort 
of thing, and, of course, if you try to force them they 


are going to extract the last dollar from you, and that 
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Makes lt very GiitieulLy - 50 while we thoroughly agree 
with the principle of unit operation we find we are up 
against practical considerations again and again which 
jugt defeat us and we cannot go ahead. 

Quite aside from what might have happened in contractual 
relations between companies in which you know of any of 
their operations, have you any opinion as to how it should 
be measured, whether by engineering opinion of the oil in 
place.or the amount. or acreage under your dease or; now: ¢ 
That £ am not prepared to come to the ultimate on. 

Mere iS also the question of consideration of the 
propulsive power associated with the oil? 

Por instance, you get into that very fascinating question 
of a field in which there is a gas-cap and down-dip 

there is oil. What is the value of a gas-cap to the oil 
and what is the value of the oil to the gas-cap? It is 
extremely complicated. 

Is that a pure engineering problem or not? 

Well, I suppose in the ultimate analysis it is but it 
involves so many interesting sidelights of equities that 
it fails to get down to engineering. You cannot. divorce 
engineering entirely 1vrom other economic considerations, 
the use of the gas-cap as contrasted with the use of the 
down-dip oil. 

Yes. I suppose Mr. Mahaffy will probably be asking you 
about the gas-cap. But for my purposes I would like to 
know, and you raised the point to which I was just coming, 
and that is that when you get into practical laws dealing 
with practical considerations our legislators are 
concerned with equities? 


Yes, Sir, they are bound to be. 
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They are concerned with economics and Hey are concerned 
with equities between individuals. And one of the 
equities I have been concerned about is the one to which 
I have already alluded, not from the standpoint that it ue 
just too bad that John Smith has not the money and John 
Srown has. . think that is quite unimportant, perhaps. 

ft have no final opinion about it one way or the other. 

We might be concerned, too, with just such considerations 
but E do not know. But I am presently concerned with 

this thought, since we are dealing with practical things 
now, we are dealing with equities; we are dealing with 
economics; and is there not something quite unsound in our 
so-called Conservation laws or Pro-ration laws, call 

them what you will - the designation is of no importance - 
that leaves it apen for me if I had all the money in 

the wortd, does not touch the point, to be forced to 
expend and make a great capital expenditure because my 
neighbour has seen fit to make one. It does not matter 
about the poor man being thrust out. I am not talking 
that. John Brown has a million dollars and so has John 
omith. John Brown gays "I will spend (3150,000.00 
Grilling a -well.4 John Smith says "That is absolutely 
foolish, the market is flooded with oil and why are you 
doing that?" He says "None of your business, I am 

going to spend its" © John Smith says "Yell, I have no 
option, I have to spend my 150,000.00 and add still 

more oil that is not needed. But tT have to make that 
capital expenditure and I have to work out ways and means 
of merchandising it." I suggest, with the very greatest 
respect that that is foolish and that Legislature or a 


Parliamentary body concerned with equities, in the 
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practical applicatiou, coneerned with economics and 
concerned with not having above the earth more oil than 
is needed, should do something about it. What do you 
think about that, Doctor? 

Cit is of absolutely no value as lone aS 1% stays in the 
ground. 

eay 48 vient. 

Your right to enjoy it in bringing it from its position 
in the ground is largely determined by what you will 

risk in employing the ¢apitel vo bring It Imem the eroved, 
Your realization at the surface is part of the reward for 
the visk and. the expenditure. 

Nese 

If no one were willing to take these risks and make these 


expenditures there never would be any oil found. 


(Page 14,997 follows.) 


Bis mer 
haat i on 
7 


.. cee 


” 


Pe th 7 3 pil bie ‘ 


Dr. 


cP) 


- 14,997 - 


Je We. Froy 


I am speaking so that we will not be at eross-purposes? 

AeSs 

And that is, I am not speaking of exploration, I am speaking 
Of a prudent pool and we are right in the middle of it and 
that there is no market demand? 

Well supposing you were deprived of the right of drilling 

a well because there is no market demand, your right to risk 
is immediately limited and falls back on the judgment of 

the State as to-your right of risk. 

But is not, Doctor, the State already saying to me, does 

hot it sey this, and I did not wish to interrupt you, but just 
to interject, to see that we may have a clear understanding?’ 
Yes. 

Is not the State already saying to me "You cannot get all 
the money out of your well that you may want to", if the 
market demand is not, "when we get done pro-rating you 

to markets, you cannot even produce within 1/16th of your 
efficient production", now the State is interfering with 

me ; they are not letting me make all the money I can out 
of my well which is drilled. They are not letting me make 
all I can, and still be an absolutely efficient producer 
because other wells have been drilled and I am pro-rated 
down, they are not protecting me, while they are 
preventing me from making all the money I can efficiently, 
they are not protecting me against having to spend another 
$150,000.00 in capitel expenditure; they are restricting 
my earning power but they are not protecting me against 
capital expenditures, and I just say to you, is it not 
something that the Legislature, concerned with equities and 


practical things, should be thinking about? 
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A If an individual entered into oil production knowing the 
conditions under which .he has to work, knowing the law, 
he takes the risk of the law. He also takes the risk 
with respect to laws which may subsequently be passed 
over whieh he has no knowledge or no controle 

Q Yes? 

Now I think we are dealing with a very theoretical thing 
and not one whieh is ordinarily strongly evident in the 
facts. I think for instanees in the United States, while 
we have pro~ration here and we do not have it there, we 
have some Conservetion here and we do not have it there, 
that if all oil wells in the United States were producing 
at a reasonable rate of flow considering their physical 
characteristics, that is that they were being efficiently 
produced, that we would have very little and maybe no. 
pro-ration problems. 

Q If they were efficiently produced. Well you ses basically, 
basi¢eally it seems to me at this moment that Legislatures 
have got to think about this, that the whole trouble goes 
beck, as I see it, to a judicial decision which has been 
erystallized into the Law? 

Well £ L641 ---— 

Q And if Legislatures are going to attack the thing at all 
and interfere, if they are going to interfere with that 
Rule of Capture, they have to consider whether or not they 
are not going to eliminate it; what they are doing now, as 
I see it Doctor, and I put it to you for your ¢G@onsideration 
as to what it may be worth, and it may be worth very little, 


that they have done nothing more, so far as conservation lies 
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@and pro-ration lies, than to superimpose a brake on the 
Rule of Capture, that they have never coped with that Rule 
of Capture? 
The Rule of capture, now we are talking about a law which 
hes been practically wiped out of existence by reason of 
Conservation but we cannot sscape the physical fact that 
Oil does move under ground and that oil does respond to 
pressure differentials. We can never obliterate that 
fact. 

Never? 

That is there. 

But Doetor --- 

Now then assuming, regardless of the Law of Carture, the 
physical fact is always there and the fact that the physical 
facts were badly interpretcd some 50 years ago is immaterial 
to us now because we know more about the actual facts but 

to get at this question of equities, I will go all the way 
with you in theory, and then I will cone right back and 

say that from a4 preatical point of view it is defeatist 

end you will get never anywhere because it costs too much 
money to find out what you are dealing with. 

Now Doctor you say, and of course we are far apart in our 
present reasoniug, you say that the Rule of Capture has 
practically goneo I say that under the Conservation Laws 
or pvo-ration laws of Alberta or whatever they may be, 
insofar as I have been able to read in most states every: 
where, the Rule of: Capture is very much alive in this 

sense that when John Smith drills @ well, there is no 

law thet I know of anywhere that protects me cha ten 8 


am to keep that which I am entitled to, on the adjoining 
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land, that protects me from having to drill a woll too. 
Unless ---- 
Unless he is going to be allowed to carry on with the rule 
of the jungle and take all that I have got? 
No, the fact that you will not enter into an agresment 
with the other operators in the field does not preclude 
you from that law unless you are ultra particular and do 
not want to have anything to do with anybody else, but you 
nover can make a law that will stop the physical action of 
oil underground. It is going to move. That is just as 
inexorable as the laws of the Medes and Fersians and moreso 
because that is a natural law from which one ogannot escape. 
Now in dealing with the 
natural law of the fluid movement and the gas movement 
within the structure, all of which conditions ean be 
calculated if one knows enough about the field, it seems 
to me that we also introduce another question of equities 
there and it is just as big a bump as the one you are up 
against now and it is just as insurmountable and that is 
how much are you going to give to the initial risker for 
having found the field and how much right does the person 
possess who happens to be in the field and just happens 


to be there and did nothing about it. 
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Q Thet is an important point for consideration end of 
course should be brought to the attention of those who 
are concerned with this problem. Some of them have 
worked out a basis that they consider equitable for 
those who heve done exploratory work. Whether it would 
be equitable or not in the last analysis I do not know. 

Wy wnoueght is, Doctor; if you ere eving to say this is 
a law of nature, this movement of oil and gas? 

A yes, 

Q And so one puts down a hole to get it,to be consistent 
you should say he can get all he cen take and let the rule 
of capture go full swing? 

A No I say he cannot take all he can get et that moment. He 
can only get in proportion to the capacity of the well to 

produce without weste, Because I as a conservetionist am 
conegerned not with how much thet man recovers immedietely. 
IT am concerned with how long do we have thet oil for the 
Nation. 

Q Yess Well how long you will have it that would depend surely 
gn hew fast it is taken up. You won't have it for the Netion 
if everybody who is entitled to drill on a piece of land 
should start drilling on the one day. on will have it a 
lesser time for the Netion than if it is spread over & 
number of years? 

A No FT do not feel that wey eat .all. ,L. feel if we knew defini te- 
ly where the field was before we started to drill into it we 
eculd juet put a jig anit end drill. 4 multiples series of 
holes there with the most efficient development of it and 
we would then apply a rate factor to that production and 
whether we have helf as meny or twice as many does not make 


any difference from the standpoint of conservation. We would 
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teke Yateably in relation to the-capacity of the field to 


{ 
: ° 


produce. 

yes, well now in reality we have not unit operation. In 
reality you think we cannot in any practicel way get unit 
operation in ea divided field expect where a few large 
corporations agree to it by contract? 

That is complete speration but in the Apa nae such as 

I have described that we are working towards we figure 

thet is a cen oad considering divided ownership. 

Yes. Well now you do not think, Doctor, as I understand 
you - there is no use of Heesmiae indefinitely but as 

Tl understand you you feel it is perfectly proper to say 
that the rule of capture shall be ignored to. this extent 
that you cannot take all the oil that you cen get through 
your fOle in the’ ground. You think’ that as riehv; thes 
thet common law rule should be set at naught by legislature 
and at the same time thet legislature should not contemplate 
in any way protecting that men when his neighbor is about 
to take away the oil which he otherwise might have had if 
he had not been interfered with? 

The only way that I can see that you can protect this other 
man is to create a company that owns the entire field in 
which he is a simple shareholder and know how much has he 
got to put into it. He might or might not have the money 
fo leut invo. iv, -Uniese* be is willing to put up his share 
jn the total venture I do not think he is doing his part 
and it is just as much vinequity to the development of the 
field as it is to the individual who happens to be a late 
comer in the matter of drilling. If you knew - but you do 


not know and thet ig the point, you do not know how big 


Turner Valley is for instance. There is not any one here 
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thet can draw e line indicating the limits of the oil and 
the gas. The gas contsct and the edge for the entire | 
field ty the fact . They might in theory draw it. They 
might draw what they think is the pattern but there is ab- 
solutely no proof in Turner Valley today as to where the 
edges of that field really are and under the circumstances 
who is the person being injured. We do not know. Now be- 
ceuse we do not know who the person is thet is being injured 
certainly we are not going to deprive ourselves of the oil 
simply because we do not know who is being injured. 

Thet is so and all this leads me to wonder, I have thought 
about it carefully and I am only eble to think about it be- 
caise I have read the thoughts cf others and I am pretending 
to xo knowledge of my own - but I have just wondered if 
when that is associated with thet idea of conservation has 
not got to be associated some measure of control of the field; 
that while purporting by law to give effect to the equities 
foster the realities of inequities in what may be now going 
on? 

May I put it in two extremes end show why thet legisletion is 
the consequence of compromise. 


Yes. 


The two extremes are: first those who do not believe in 
conservation, do not believe in pro-ration and do not even 
believe in the law of capture as far as that is concerned 
but want to take everything they cen get just as quickly 

as possible and get over with it. Theat is one extreme. 
The other eytreme is thet everyone in the Pool must be a 
member of the corporation which is made up of surface owners 
on some reasonable relationship with regard to the equities 


in the field; and they are extremely miscellaneous and know 
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absolutely nothing about what those equities are. Now 
there are the two extremes... Now I feel that the genius 
of English legislation is compromise and the extent 

to which we beve, been successful. is,in taking: over that 
genius and our proposal is not a thing that is absolutely 
compatable with extremists on the one hand or the other. 
It is whet we conceive of as a workable plan and theoret- 
iel1y it is subject to sll Kinds of talks, But it is the 
closest we cen come to whet seems to constitute the sum 
Botel er the best interests, for all of us ‘eas a Nation and 


for ine most reasonable equities,. 


(Page 15,005 follows) 
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I find that in actual operation, that there are very few 
people injured through the application of that type of Law 
end if we had to wait for eae full @limination of the field 
and a full knowledge concerning all sf its characteristics, 
we would be stymied by all kinds of aifferent considerations 
for which there is no proven pattern. 

Now I will take, among those 
things which you suggest as a pattern, I take my friend, 
far] Oliver, my friend Earl Oliver does not see things 
the same way as Dr. Pogue does and whenever the two men get 
together they proceed to disagrede Both men I thoroughly 
respect. They are men of intelligence. They are men of 
excellent background, good training; neither one of them 
is qa stone, they are absolutely A-1l men and they are honour- 
able and they aro honestin their opinions but Dr. Pogue 
sees the thing one way, - he would not go quite to the full 
extreme that I gave you on the one hand of no interference 
at all, he is not that type, he has a degree of interference 
in his plan but my friend, Mr. Oliver, on the other hand 
thinks that we ean never get along without eomplete 
unification and criticizes Dr. Pogue very adversely for 
his stand in the matter. 

You notice. Doctor, that Pogue does think that we have to 
get nearer toa control of drilling? 

Yes. and he would exercise it in a very peculiar way. He 
would exercise it by the control of credit. 

That is his banker's mind, I suppose? 

Yes, that is the banker in him. 

THS CHATRMAN: I would say, Dr. Frey, 


that we have kept you much over the hour now and we will 


resumu on Monday morning at 10 o'clocke 


(The Inquiry was here adjourned to be resumed at 10:00 A» Me 
October 30th, 1939. ) 
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DR» JOHN W. FREY, having 
been recalled; 
MRe FRAWLEY: ‘Did you have something 
further to pursue with Dr. Frey, lir. Chairman? 
THs CHATRUAN; I want to ask one thing, 
Dector, whether it be a good thing or a bad thing, do 
you think that 30nservation as practiced here has a 
tendency to eliminate the small producer? 
No, I do not think it does have that tendency. I think 
there is an opportunity for the independent producers 
here. 
What I mean is as more holes are gcing down divided 
Amongst more people each well may have less of course, 
that is what I had in mind? 
Well by the very nature of production they would get 
somewhat less and it is necessary to continue drilling 
to keep up the reserve on the gas-production basis and 
while I recognize that older wells probably will show a 
decline curve it does not follow that they will be 
pushed out of the business. It depends in part upon the 
Capital available to them and the use which they make of 
their return as they ge along- I do not think it follows 
that pens is any immediate tendency tc push them out of 
business. It is not an easy business in thisi fteke for 
the independent because it-is so expensive. It the 
producer were down in our Mid-Continent as an example 
where the average cost is less than £20,000 he would take 
less risk and might be more successful; one has to 


3. able very strongly here by reason of this high cost but 
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aside from the problem of getting capital I do not see 
that the situation is one which will force the inde- 


pendent out of business. 


Re FRAWLEY: ; Mire Wolan. 
THE CiLATRMAN: _ Any questions. 
wR. MAHAFFY: If I might ask a few 


questions, sire Chairman. 


THE CHAIRMAN: . Yess 
Q like MAHAFFY: Doctor” I think you made 


it quite clear from your evidence on Saturday that you 
are thoroughly in favour of Government interference to 
the extent which it may be necessary to promote conser- 


vation in the field? 


A Yes. 

Q That is to conserve the natural resources available to 
us? 

A YesBe 

Q And to the end that those resources may be recovered 


with the least possible waste? 

A Yes. 

Q, Now I also understood you to say that in your experience 
these are not your words, that a good deal of horse 
sense has to be mixed with theory in working out these 
conservation schemes? 

A Yes, I do pelieve that it is not possible to work out 
a conservation scheme purely on a formula; that is, 
that any scheme has to be tincturead with a practical 
consideration that results from divided ownership. 

@ Yes, and I also gather from you that usually it is im- 


possible to work out a theoretically perfect scheme? 
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It is very difficult to work out a theoretically 
perfect scheme. 

and I suppose that would be wart eGie rly Bo in the 

case of a field in which a very considerable amount 

of development had been done before any conservation 
scheme was contemplated? 

Yes, that complicates the problen. 

And as a result of those considerations in your ex- 
perience would it be true that those considerations 
often result in a plan which falls considerably short 
cf what might be called a petroleum engineer's ideal? 
4e8;, thet is. true. 

And I also understood you on Saturday to say that when 
working out a scheme you endeavoured to keep in mind 
the various equities which are involved amongst the 
producers in the field? 

I think the problem of equity is always present in the 
event that you have divided owerrship and a difference 
in the period in which various parts of the field have 
been developed. 

You endeavour to have some plan that is reasonably 

fair to all those various interests? 

In a good plan it should be reasonable. 

And I suppose it is also fair to say that in working out 
such a scheme you keep in mind at all times the national 
welfare? 

Well I think that is a fundamental tenet, that is the 
basis of it, the welfare of not only the people who are 
operating in the field but the rest of us. 


I am thinking probably in a little broader way, or 
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rather a little narrower way, should I say, than you 
are perhaps; for instance the point. that my lord was 
just mentioning, the elimination of competition, 
Bnould ties: be the resuly of eahy particular plan it 
would be something which you Penta acek to avoid in 
working out a scheme, would it not? 

We would try to avoid it, yes» We do not think, we 
think that one must assess the Camanges that are likely 
to be done as well the benefits to be derived and the 
scheme should be a balanced plan in which there is a 
reasonable relationship between the benefits accruing 
frori the plan and the damages consequent. 

Yes, and that is what I have in wind when I said that 
the result of national economy for instance, you would 
probably consider that the elimination of competition 
would not be a good thing in the interests cof national 
economy, would you not? 

I am very definitely in favour of the competitive 
System in that respect. 

Yes, and would you think that any plan Be scheme which 
might have the practical result of throwing the pet- 
roleum indstury of this country into the hands of one 
or two major companies, would be an acceptakle plan? 
Well I do not think I would want it just like that. Il 
think it would he highly unde¥irable to disregard the 
fact that you might throw all of the business into the 
hands of one or two companies. I think that should be 
given very careful consideration in the development 


Of a plan. 
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That would be a very important factor which you would 
keep in front of you in considering the matter? 

Oh foes we cannot lose sight of it. 

And all these various factors whioh I have mentioned, 
you would or your committee would in their wisdom 
consider all these things before actually recommending 
a pian for any particular field? 

Surely. I think that in developing a plan te would 
have to consider the engineering as well as the 


equities, the equities as well as those of engineering. 


(Page 15,011 follows) 
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Q Now -perheps before, eonon; Doctor, if you do not mind 
me asking you a blunt question, because I do not know, 
myself, that is what knowledge heave you acquired with 
respect to our own field here, the Turner Velley field. 

I just want to heve an idee whether you know the field 
or are familiar with it. 

A I profess no knowledge except the most casual concerning 
the Turner Valley field. I am not an engineer, I had 
undergraduete training ss a geologist but I meke no claim 
as a geologist. I em not concerned with the detail of the 
operstion. I am only concerned with the general principles 
as en administrator. when we get into problems of that 
type I fell back on our engineers end geologists and the 
thing thet I em concerned about primsrily ere the principles 
to see whether the fundamentel principles are being consider: 
ed carefully by our engineers and geologists. I would not 
know as a matter of personal experience whether the gas-oil 
ratio wes right or wrong. JI would not know many of those 
technical problems. I know them in @ casuel way but meke 
no prefession concerning the engineering of the field. And 
in the sane way my knowledgs of Turner Velley is e cesual 
knowledge not a specific geclogical knowledge or an engineer- 
ing knowledge. 

Q Do you know much concerning the generel history of the devel- 
opment of the field? 

A af have had reported to me at one time or enother some of the 
history of the field. I am elways interested in the history 
of anything end of course neve picked up thet type of cesual 
information also. But I do not know the detailed history 

of the field. 


MR. MAHAFFY: My Lord, I would 1iks to neve 
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J. W. Frey pall 

Your lordship and Mr. Commissioner have the benefit of 
hearing the Doctor's opinion with respect to certain thines 
in Turner Valley. I am just a Livers afraid perheps of 
what the Doctor hes so kindly and modestly ssid of his 
knowledge of the field that I do not «want to be too long 
but there are certain béesic considerstions I think in 
connection with the problem that I would rether like to go 
over with Dr. Frey. I think probably he knows a good many 
concerning the field that rather can be emphasised and I 
would like to ask his opinion with respect to the conservation 
scheme, if I won't be taking too lone. 

THE CHAT RMAN: fl am sure Dr. Frey will be 
Bled to answer you insofar as he feels he is competent to 
dO 606 end that he is not going out of his’ own Tield. 

i? it 28 6 matter of principles I feel thet 1 am compstent 
but es an engineer or a geologist I em not qualified. 

MR. MAHAFFY: Perhaps I could go on then 
keeping thet in mind. 

MR, FRAWLEY: I think, Mr. Ghairmany before 
Mr. Mahaffy embarks upon any consideration of Turner Velley 
in any detail thet the Conservetion Board and its solicitors 
should be notified so that there would not be eny question 
at all thet anything ves taking place ex parte. I would 
like very much to have an adjournment until say half past 


ten, just long enough to get Mr. Smith here. 


THE CHAIRMAN: There is no objection I 
suppose? 
MR. NOLAN: No My Lord. 


(At this stage there was e« short edjournment) 
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MR. FRAWLZY: to em sorry, Mr. Chairmen, 
but I find Mr. Smith had to go tc Ydmo.ton last night in 
connection with a criminel case. The Conservation Boerd 
have ben notified and Mr. Cottle being here it is agreed 
that the evidence should proceed and that an opportunity 
will be given to Mr. Smith to examine thet and, whet Dr. 
Frey says end after this is examined of course he will 
have an opportunity to cross-examine. 
THE CHAIRMAN: All right. 
MR. MAHAFFY: to facilitate teking the 
evidence 1 have no objection to going on later when Mr. 
Smith is available. 
MR. AWLEY: OD. 210% 
THE CHAIRMAN: We are so crowded for time 
I think we will have to go on. 
MR. MAHAFTY: Br. Frey, to 331 tinue then 
where we left off, I may ask you things that are perfectly 
within your knowledge but I went to be sure that the ground 
is covered in the way I think it snsould be before we lead 
up to certain questions. Now from your study of the history 
of the Turner Valley field end your reading in mnnection 
with it I suppose you reelize thet originally practically 
all the petroleum rights in that aree were owned by the 
Dominion Government or by the Calgary and Hdmonton Corporation 
Limited? 

A Yes I heve heard thet. It seems to me that I heard another 
company mentioned, a third company. 
MR, FRAWLEY: The Canadian Pacific and the 


Hudson's Bay. You had better include them ell. 


he 


A yes. 


MR. MAHAFFY: But by quise some percentage 
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the Dominion Govérnment and the Calgsry and Bamonton Corp- 
oration controlled the acreag> with a sprinkling of owner- 
Ship by certein individuals. Theat is es fair statement I 
GHInKk, 18 10 Docter? 

From whet I have read but i cannot confirm your statement 
unfortunetely. 

Now I dn not think probably thers will be any dispute 
concerning that fact and I think perheps you would egree 
with me from what you have reed further that for all 
practical purposes we can say that the bulk of the develop- 
ment has taken plece on the Government leases and the 
Calgary and Edmonton Corporation leases? 

At least I do not know anything to the contrary but I am 
not in a position to give testimeny on that, That is hear- 
say and within the realm of heersay that corresponds to my 
information. 

That is all 1 can expect Doctor? 

Yes. 

Then have you also been informed thet these Government leases 
and the leases issued by the Celgary and Edmonton Corporation 
inveriably conteined drilling covenants requiring that 
development take plave on the leases given? 

T have not been so informed but I would suppose there was 
such @ covenant. I do not know positively that thet is 
true. You are really telling me something rather than my 
testifying to something thet I know from personal invest- 
igation. 

We will just leave thet for the moment then. Now I suppose 
you do know from your reading, Docor , that the original 
attempt at development of whet we now know es the Turner 


Valley field occurred in 1913? 
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A I do not know the exact date. I suppose it was esbout thet 
time. 
Q yes end do you further know from your reading or from your 


information that there was very little accomplished in the 
way of development until the Royalite Compeny su ceeeded 

in completing the drilling of whet they call Royalite 4 
in Northern Turner Valley? 

A No I am sorry that my informetion is not sufficiently extens- 
ive to say yes or no to that. 

Q You do know though I suppose, that the original wells brought 
into production in that field were ges wells carrying with 
the gas to the surface naphtha production. 

A That is what I have read about it yes. 

Q And I suppose that you know too that these original wells 
that there was no crude production from them? 

A Theat is the way I have had {t reported to me yes. 

Q You can also probably confirm what I say thet probably 950 
Or 60 of this type of well were drilled in Turner Valley 
before there was any discovery of crude 

A I do not know the number but I know there was a considerrble 
number of wells reported in the gas-cap before any other 
type of production wes reported. 

} And all of those wells were drilled for the purpose of re- 
covering the naphtha content or the naturel gas es the cease 
may be? 

A Yes I heve hed that reported to me. 

Q I suppose it is fair to say you would know Doctor, that all of these 
wells were drilled at atremendous cost? 

A Yes I have hed costs reported to me of something in the 


neighborhood of $150,000. apiece for some cf those initial 


" wells. 
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Q I suppose you know also that during all that period of 
initiel development that the Dominion Government meintained 
a staff of competent geologists supervising the development ? 

A No I do not know thet. 

a) po you know thet the Dominion Government do meintain a staff 
of geologists? 

A I know thet the Dominion Government has a staff of geologists 
and I assume, but I do not know as a fact, that they probably 
were acquainted with the development of the field. 

Q I suppose you know too that the Standard Oil, through its 
subsiduary the Imperial Oil and its subSiduary the Royalite 
Oil Company has always been ons of the largest operetors 
in. the field? 

A I do not know enough ebout the history to know just when the 
Royalite came in. I know from reports that they have been 


there for a long, time. 

Q Yes. 

A But I do not know the date at which they took an interest in 
tae field. 

Q In any event you do know that they have been interested in 
the development of the field practically since the commence- 
mént of operetions out there? 


A I think the testimony of Mr. LeSueur was to that effect. 


Q And this company and its subsiduaries elso maintein e staff 
of geologists and petroleum engineers? 

A Yes I know they heave a staff of geologists end engineers. 

Q Do you know whether or not any of these technical men either 


employed by the Government or those employed by the Standard 
or its subsiduaries ever suggested thet the West flank of 
the Velley should be drilled rather then the gas-cap*? 


Se I do not know, 
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You do not know thet? 
No. 
a You do not know whether they ever advised or instructed 


that drilling on the ges-cep should be discontinued? 

A No I do not know. 

Q No you know, Doctor, whether or not it is a fact thst the 
Royalite Oil Company, which is the Standard subsiduary, 
did not in fact own or reserve any acreage on the West 


flenk of South Turner Vselley where the crude was discover- 


ed? 
A I do not know the facts one way or the other. 
4) Do you Know when the first crude oil wes discovered in 


Parner Valley Doctor, Porhénps 1 can help you ih your 
recollections. It was the Turner Valley Royalties well 
completed in 1936. Do you remember? 

A I delieve a gentlemen by the name of Brown, with whom I 
engaged in conversation,told me thet he was the man who 
started thet well. 

Q Thet is right and that was in the yeer 1956? 

A Yes, 

Q And Mr. Brown you would class as an independent operetor 
as distinguished from what we would call @ major operator 
@ major oil company? 

A He used thet distinguishing name to me. 

Q And it is true that all of the crude oil development has 
teken plece in Turner Velley since 1936? 

A All of the crude oil development hes taken place since 


~maat iitbiael well. 


Yes. 
A Yes Sir. 
Q Now Doctor, from the reading you have done and from the in- 


formetion you heve gathered I suppose you heve noted that 
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apparently all the experts, Petroleum engineers, and so on 
have agreed the, Dhere is vVory little, if any, water 

drive on this structure? 

I do not know what the consensus is. I have been informed 
that the knowledge concerning the marginal water is meagre 
and I understand thet there are some geologists and engineers 
mies dO not. taink it is eh important Tector. But I do not 
know that there is a consensus. 

Metl pernaps J cen sugeest this to you, I think I am putting 
it fairly, Mr. Chairman, that the consensus of opinion express- 
ed to this Commission appears to heve been thet there is 
little if any effective water drive? 

Do you want me to accept thet as a premise? 

71 think Mr. Chairman, I might submit that to Dr. Frey as 
probably a fair summary of the evidence thet hes been sub- 
mitted to you on thet point. 

THE CHAIRMAN: We ere not meking any findings 
on the evidence Mr. Mehaffy at this stage. But I do not know 
why you should not put all these questions to Dr. Frey as 
hypothetical questions. He hes not the knowledge and he of 
course cannot help you. If it is important to you later, 
having illicited such information es you want from Dr. Frey 
predicated upon your suppositisious cese you cen always 

prove these facts. 

MR, MAHAFFY: Then Dr. Frey I would like you 
to assume thet with me, that there is no effective water drive 
in the Turner Vailey field? 

og LT. 

Anj that furthermore it is e reservoir which is practically 
but not entirely, under volumetric control? 


You mean volumetric es to all products? 
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Yes. 

Gas, oil, and sn on. 

ney FS. rl ery eal. 

I see. I am to assume that. 

Heve you dons eny reading Zn connection with thet or obtain- 
ed any informetion? 

Very Little. 

Then, Sir, I will ask you also to sssume thet. You do know 
I suppose thet this production which is resovered in Turner 
Valley is produced from a lime stone horizon? 

Thet statement has been made to me a number of times. 

And it is not © sand producing horizon as is the case in 
many other fields withih your knowledge? 

Theat is my understanding. 

And I gether perhaps you have also been informed that the 
permeability of the limestcne in Turner Valley is very very 
low? 

I have heerd that in certain wells it appears to be very low; 
in others it appears to be higher and thet there is a great 


deal of informetion missing concerning vermeability. 


(Page 15,060 follows.) 
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Now Doctor, have you read to any extent the evidence 
which was given before this Commission last Spring by 
various petroleum engineers with respect to the Llife~ 
time, the probable lifetime of the field? 

i have not read a word of it. | 

Have you been informed or have you read that the maje 
ority of the experts who gave evidences here seamed to 
be of the opinion that the movement of gas within that 
structure is very, very slow? 

I cannot speak with any authority on that subject. 

Then I would ask you to probably assume that for the 
moment too; are you acquainted sither by, cither 
personally or by report with Dr. 5S. F. Shaw? 

I am not. 

Or Dr. Stanley Gill? 
I am not. 

You know nothing against them? 

I know things concerning then of a sonfidentjal nature 
that I would not care to disclose. 

And do you know Mr. Deussen, a gentlemen who algo gave 
evidence here? | 

IT have no information of that mun. 

Do you know Dr. Boatright? 

I have met Dr. Boatright. 

Now Dr. Frey, I am just going to read very briefly from 
some evidence which was given before this Commission by 
Dr. Shaw and also by Dr. Gill, gentlemen who were called 
by one of the crude producing companies to give evidence 


here with respect to the lifetime of the field. 
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wr. Shaw said at page 


1065; he said: 


"Owing to the rather low degree of permeability 
"of the porous zone close to the oil zone, it is 
"believed that migration of oil and gas through 
"the oil zone is very slow, and it seems probable 
"that the effect of an increase in pressure of 
"20 lbs. would be negligible. The closing in of 
"the gas cap would have a much greater effect in 
"yetarding pressure decline in the gas cap than 
"the return of gas produced with the oil, never- 
"theless, it is believed that in view of the low 
“permeability that the combined effect of closing 
"the gas cap in, and the return of gas from oil 
"wells, would serve little purpose in increasing 
"ultimate recovery of oil. 

Ne pes | If the gas cap is closed 
"in, it seems almost certain that oil wells close 
"to the fringe of the gas cap will more rapidly be 
"converted to gas wells, thus putting these wells 
Nout of commission as oil or gas producers. Com- 
"pensation will be expected for such procedure, 
"and it will be difficult to arrive at any basis 
"for compensation, and it will be still more dif- 
"Picult to determine who has benefitted by the 
"procedure and who will therefore do the compen- 


"aating ." 
Then Dr. Gill, I just want 


to read very briefly from the evidence which he gave, 


starting at the bottom of page 1096. He was asked to 
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comment on a repressuring scheme and he had this to say 

as to what part of his views were: 
"My comments on that can be very brief, since my 
“opinion on it is based primarily on the extremely 
"low permeability of the reservoir formation. 
"Phat low permeability is conclusively demonstrated 
"in ell Darts Of the field by pressure performance 
"of wells. I really consider that at the present 
"stage of depletior of the field, variation of 
“pressures in the gas-cap is going to have 
"oractically no effect upon recovery of oil from 
"the wells down flank. The only wells which will 
"he effected are those which are located right 
“along the gas oil contact. If the pressure in the 
"gas-cap declines greatly those wells may possibly 
"nick up some oil from down dip. If pressure in 
"She gas~-cap is maintained or increased, oil will 
‘¢4end to be driven back from those wells as pres- 
"sures in the oil areas decrease on account of 
Nwithdrawal of oil. I-do not think that prea- 
"sure maintenance or pressure restoration in the 
"sas-cap will have any measureble effect one way 
tor the other on total recovery sf oil." 

And then later on in reply 
to more questions which I took the liberty of putting tO 
the witness, he said at page 1110: 

*Q. In your opinion, will gas dissipation from _ 
a. the gas cap in any way affect the production 


u of crude from the flank? 
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"A. Except only from the wells which-are right 
eB up against the gas cap. I dn not think it 
» will have any sffect on the others. 

"9. What effeot will it show an the border 

4 wells? 


"A o If the gas in the gas cap is dissipated ana 


ds that pressure rapidly depleted it will pull 
i the oil up-dip into these wells. Not from 

z any great distance because of the low per~ 

% MEevilsty LPuveah wll opulbsitoups 


"Q. If the gas is not dissipated what will happen? 
The Then as the pressures down in the crude oil 

a area are reduced due to production of crude 

: the gas will tend to expand and force the 

oil back down-dip and away from these large 

. wells, 

"Q. In other words, these that are crude wells may 
" become entirely gas weils? 

A. Yes, sir, I think quite a few of them would. 

" There is some sign of such a tendeney. I do 

" not recoilect the wells." 

Now Doctor, that was evidence 
which was given by those two gentlemen. They, as I say, 
were called by the 4nglo-Ganadian O11 Company, which is 
and I believe IL am 


@ crude producer in Turner Valley, 


right in saying that other experts called by the Koyalite 


Oil Company gave somewhat the same evidence; now just 


for the soment I would like you to keep that evidence in 
mind as having a bearing on the sitvation that I am 


agproaching; now did you know Doctor, or have you been 
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informed, that after the Royalite O41 Company completed 
the Royalite 4 well which was a gas producer in Turner 
Valley, the first large producer, that they made a 
contract with the Canadian Western Natural Gas Light 


Heat and Power Company, Limited, for the sale of gas to 


that company for distribution in Calgary and other cities? 


Wo, I didn't know that. 

Did you have any information about that contract? 

None at all. 

Then sir, again, I will ask you to accept from me that 
statement, that there is an exclusive gas purchase con- 
tract between those two companies, the Royalite Oil 
Company, Limited, selling exclusively to the Gas Company, 
at least the Gas Company purchasing exclusively from the 
Royalite Oil Company, gas which is distributed in 
Calgary and Peenbeiige, which i8 a city down South, and 
Numerous intervening towns and I also ask you to acoept 
my statement that no other producer of gas in Turner 
Valley has been able to sell gas to that distributing 
company by reason of that contract; now that being SO ; 
Doctor, in view of the fact that we have that exclusive 
contract and if we ussume that there is movement in this 
reservoir, if we assume that there is nlioveme nt of gas i 
this reservoir, what in your judgment would be the : 
practical result if an order of a board, a Conservation. 
Board, should be made that no gas well should be allowed 
to produce unless it had a place to market the gas? 


You are asking me a question that orly an engineer can 


answer and I make no profession of being an engineer, 
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Well I have asked you to assume that there ig movene nt 

of gas in that reservoir? 

I cannot take such assumptions without being an engineer 
to pass judgment on than and I am not an engineer. T am 
not going to *ry to tell you what would happen. I am not 
an engineer. 

So that even if I ask you to assume, for the purpose of 
answering that question, that there is movement of gas in 
the reservoir, there are other factors, are there, that 
you claim make it impossible for you to answer? 

I would be completely out of my field if I tried to answer 
your question. J am not an engineer. 

I see. Now Doctor, are you familiar with the development 
of what we call up here | "adsorption plants" in Turner 
Valley? | 

I have heard that there are absorption plants. 

Are you familiar with the absorption plant processes and 
practices, I suppose you are? 

Oh I know what they are ir a general way, yes. 

Yess. Now.did you know that in 1920, in the 1920's, some- 
time, I have just forgotten the exact date, the koyalite 
Oil Company installed an absorption plant in Turner Valley? 
No I do not. I do not know the date- I do not know any 
of these companies, that is as individuals. JI know that 
there are absorption plants but I do not know who owns 
them, nor when they were put in. 

You do know though the general plan of the absorption plant 
and the products recovered? 


Oh yes. From experiences at home I know the nature of the 
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absorption plant overation. 

Q Yes? 

A But I am not an engineer again. I do not propose to know 
any of the details of the operation. 

Q You do know though that the product recovered is called 
"natural gasoline"? 

A Yes. 

Q Or sometimes called "casinghead gasoline"? 

rs Yes. 

Q Those two terms are practicslly interchangeable, are they 
not? 

A Yes, practically so. 
MRe MAHAFFY: Now my Lord, if we refer 
to "casinghead"” or "natural gasoline”, it is practically 
the same thing. 
WITNESS; Tt is the same thing. 

Q Me MAHAFFY: It is the same thing, is 
it not, Doctor. 

A So far as I am concerned it is the same thing. 

Q And the product recoverel in the absorption plant pro- 


cess is natural gasoline? 


4 Thet is, yes, that is right- 


And that product is absorbed or recovered from the 


£2 


natural gas? 


A Yes. 


Q Now I believe that natural gasoline is used quite exten- 


sively in the States, Doctor? 


A Well, we have a large production of natural gasoline; nnt 


in all fields but in certain fields. 
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Q And what is this product used for, generally speaking? 

4 Well most of our natural peaO Tie was stabilized ané 
blended with gasoline. 

e It is used for blending their gasoline produced in the 
refinery, is it not? 

A Yes, it is largely used as a blending agent. 

Q And it is used very extensively in the States now I 
believe, in the United States? 

A Yese Offhand I cannot give you the percentage of casing~ 
head gasoline but it is a real figure. 

2, Yese Well the figure I have is that the refiners of 
gasoline in the United States during the year 1938 paid 


out some approximately ¢80,000,000 in the purchase of 


natural? 

4 That is natural gasoline. 

Q Yes, natural gasoline, would that figure help you re- 
collect? 

h No, it does not mean anything to me. I would have to 


look it up in the Bureau of ijines report. 

Q Have you that handy, Doctor? 

A We have it here as an iixhibit I believe. Didn't we? 

MRe FRAWLEY: Last year's report of the 
Bureau of tines. 

Q MRe wmAHAFFY: If it is not readily acces- 
sible, Doctor, perhaps we can have you Looe. tb ap over 
the lunch hour and give us that figure? 

A All right. 


MAJOR LIPSETT: Was that for natural gas or 
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for natural gasoline? 
MR» WSHAFFY: : ' Natural gasoline, sir. 
MAJOR LIPSETT: | I just want to know 
what the actual suggestion put to you was. 
WIENESS: sa I understand I am to 
look uy what the production of natural gasoline is in 
the United States, is that correct. 
Q WMRe MAHAPFY: The figure I gave you was 


the amount in money paid by refineries? ° 
a We ordinarily pay very little attention to that except 
in the census figures; as to the money value. We keep 


a monthly figure on the quantitative proéuction. 


Q Well you can give me the quantitative figure then? 
& Yes, 
Q But in any event, would it be fair to say right here and 


now, Docotor, that it is a very substantial item in the 


general gasoline picture at the present time? 


A Oh, it is a pubstantial item, yes. 
g And why is this product blended with the refinery run of 
gasoline? 


Well I think it 1a partly due to the fact that it is 


Li 


there and has tc be disposed of and the other thing is 
that it gives volatility in winter and the third factor 
is that some of it increases the tetra-ethyl lead 
Susceptability. 

Q Yes. Now it is true that very sizeable sums of money are 
being spent in the United States for the purchase of this 


product, is it not, I mean, you suggested it was just a 
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load on the market and had to be gotten rid of it, but 
that is not really the whole story? | 

During the period of i ee eee amas it was 
tne of our very difficult problems as to how to dispose 


of natural gasoline. 


(Page 15,030 follows) 
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Dr. J. W. Frey. 


And that was at the time when you also had the terrific 
problem if disposing of the crude? 

That is right. 

So that there was a general surplus in all petroleum products? 
That is true, yes. | 

Now then, the next point. It does increase the, shall I 

Sey, usability,of/gasolince.as a fuel in motor cars), 
particularly in cold weather, does it not? 

im eold weathers it.is,one,of the. ways: to get volatility.» 

And as you stated, it also when mixed with gasoline reduces 


the amount of tetra+ethyl lead that is required? 


Some of our natural: gasoline does. I cannot report on 
whether..allsdoes; or not. That again is an engineering 
problem. 


But that is your information? 

Theat, some; of, it. does, yes, 

You put it that it reduces or increases susceptibility? 
Increases susceptibility. 

And it makes less lead necessary? 

Yes. I am talking about our natural gasoline. 

TES + He reads.ze that. 

I do not know if that is true of Turner Valley natural 
gasoline or hot... 

ese. dc) realize that, br. Frey. Now, perhaps you would also 
from your knowledge of this subject agree with me when I 
say this, that natural gasoline is accordingly necessary 
for blending purposes in this country where we have so much 
cold weather? 

Well, unless you get volatility some other way. That is 


not the only way that you can get volatility. 
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-15,051- 
Dre ov. We. Frey. 
In what other way can it be secured? 
By refinery. 
Do you know anything concerning our refinery equipment here, 
Doctor? 
Soouetiy., 1. Sniuen 2 relinery ecnpineér . 
WOuLG you ve inclined to egree with me if I told you that 
the refinery equipment used in this country is not Gapable 
of producing that volatility without the natural? 
i“cannot accept or deny the statement, unfortunately I do 
not know. 
But in any event, Doctor, even in the United States it is 
Pound 20Visspls; particularily in the Winter time; to use a 
very considerable amount of natural gasoline? 
Well, I would not say it is one of those indespensables. 
ft seems to mé our problem is this. Theré is a certain 
amount Of gas produced with the crude oil. Now, it is 
anti-conservational, to our way of thinking, to blow that 
gas into the air without extracting what values 
trere are in it. So we abstract those values and having 
abstracted them we must get rid of them, and they must fit 
in the picture the best way we know how under the circum- 
stances. Moe perepecsi ic, Im 1951, when I was oh’ one 
of those volunteer committees on petroleum economics, a 
certain group were of the opinion that the natural gasoline 
people should cramp back on their production the same way 
as the crude oil producers. Now, if Heatuural paso line = 
and to a very large extent it is in our case - is produced 
as a by-product of crude oil production, then it is there, 
and if it is not teken out of the gas it is a loss and 


that is anti-conservational, to my way cf looking at it. 
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-15,032- 
Dra 2. We Prey, 
So I stood for the principle at that time, that if natural 
gasoline is produced as an incident to the production of 
erude oil, a market must be found for it because it 
haturealiy represents a certain ratic of product te our 
crude and it cannot be cut back if we are doing a conservational 
JOD. 42n the production of our erude. So that it seems to me 
that whether it is the best thing for securing yoLatility ox 
whether it is not, with us it is present as an accompaniment 
of crude oil production, and it must be disposed of eer 
such circumstances. 
Puis.it doce have the result in increasing volatility of 
ease. in Other words, it makes better gasoline for Mr. . 
motorist to use? 
Well, I would not say----- 
Unless you have a very up-to-date, extremely modern cracking 
process? 
We could in the United States, and I am talking about the 
United States pattern essentially, we could produce 
volatility by refining methods and not have to use natural. 
But we have the natural. 
Yes? 
And the natural comes along with the crude, so it should 
fi. nto; ne picture. 
Mwis fair toesay, is it not, Doctor, that if in the 
ordinary case, if that natural was not being used it would 
involve a much more expensive cracking process to get the 
same volatility in the gasoline? 
That is an engineering problem I cannot answer. 
You know that, don’t you? 
I won't assume anything that I do not know as a matter of 


fact through personal experience or education. Unfortunately, 
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-15,033- 
tm. go. We abmey. 
I cannot answer as a technician on that question. 
You do not know whether it would be a more expensive 
refining prvucess or not? 
I should say, for instance, if you could buy natural gasoline 
at 2 cents a gallon andi it cost you 6 cents, or 7 cents or 
8 cents to produce through a refinery that it would be 
perfectly obvious that would be a short-cut to cost. But 
I do not know whether that is the case. 
You do not know what the figures are? 
I do not know what the figures are. 
From the information you have obtained through reading or 
that has been given to you, particularly the details of the 
evidence that has been submitted here, Doctor? 
Which I have not read. 
You nave not read any of this eviuence? 
EMeGve si6OR.read, tte. mat. ds ,,if .you mean allthis evidence 
on production, that is what you are talking about. 
Yes, and the history of the developmmt of the absorption 
plants? 
NG gat heave, no tread .it.. 
MR. FRAWLEY: The Commission is well aware and 
so is, I presume, my friend Mr. Mahaffy, well aware that 
Dr. Frey was not brought here from Washington to say anything 
at all with respect to production or conservation. He was 
brought from Washington to discuss marketing. I do not want 
anybody to be under any misapprehension as to the reasons 
underlying Dr. Frey's ignorance of the facts. 
MR. MAHAFFY: Iam not complaining. I just 
want to find out what Dr. Frey does know. He undoubtedly 
has a very wide knowledge of the subject. I am not 


surprised he dves not know the details concerning Turner 
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Or. @. Ws. Frey « 


Valley but if he does know I should like to discuss them 


with him. 
MR. FRAWLEY: ; _ surely. 
MR. MAHAFFY: Well, Doctor, you are familiar, 


I take it, with the recent develcpment of the polymerization 
processes in the United States? 

IT have read about it. I have seen a polymer plant aniI 
have talked with chemists, but agcin I am not an engineer. 

i know you are not a technician, but these plants are, in 
fact, now in operation in the United States? 

Yes, we have polymer plants in the United States, 

Would you be good enough to explain to the members of the 
Commission and myself the general scheme of the polymerization 
plant? 

Would not that be absurd for me as a casual observer? 

I do not mean in a technical way but what is the object of 
these plants and what do they do and what do they recover 
from them? 

mOSt of our polymer plants are operating on propanes and 
butanes, and are converting it to more stable products. 

I am going to take the liberty of asking you a little 
further, if I am not right I would like you to let me know 
because, after all, I am a lawyer, but I would like to 
emtend this a little further than you have done. Is it not 
true that the polymerization plant is a plant which makes 
the recovery of certain of the hydro-carbons, which you have 
mentioned, butanes ard propanes, anu iso-butanes and so on, 
I suppose? 

Well, we might get iso-butan?s as a product of polymerization 
but we probably are not handling iso initially. 


Now, this plant enables these products to be recovered from 
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Dr. J. We Frey. 

the natural gas? 

Or fromirefinery ‘gases. 

Din trom reritery fgases yiyes: Now, (it is: trade) ‘is bt not, 

that these products are now being wasted in the Tunner 

Valley field? 

i do not know. 

Do you know whether there is a polymer plant in Turner Valley® 
I do not know. 

POL VOslay iL LiMseon vounthatothere sino ‘plant in Turner Valpey. 
ae Sse. 

Now, would those products that ycu have mentioned be 
recovered in an absorption plant that had no poly unit? 

I cannot state that they never would be. I will state that 

I do not happen to know of an absorption plant that recovers -.- 
ho, that is not quite correct. Let me think that through. 

I know that some of our absorption plants actually do 
recover propane and butane, and that in some instances we 

are delivering propane and butane into our natural gasoline 
lines and putting that through to the refineries where the 
natural gasoline is recovered and stabilized, and the propane 
and butane ere polymerized. 

So that whatever end of the line it happens there has to be 
a poly plant in order to recover these products? 

That is propane and butane? 

Yes? 

I do not want to say absolutely that is the case. I can 
only report tnat it is my experience from what people have 
told ms and what I have seen that it seems to me the fact, 
but I do not want to take the engineering responsibility 

of saying that is absolutely true because I cannot be sure 
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Dr. J. W. Frey. 
Now just further from that then, perhaps you will take my 
statement on it that there are no polymerization plants in 
Turner Valley nor in connection with the refineries in 
Alberta, and thet these produc ts are now being wasted from 
the Turner Valley field. ‘i will ask you to assume that 
with me? 
You want me to assume that way? 
That seems to you like a logical situation where there are 
no polymerization plants in this country? 
nes, Lt seems 1ogical. 
zee. Now, it is true, is it not, Doctor, that these poly 
plants, as we call them, can be very usefully handléd in 
and operated in co-operation with the absorption plants? 
Yes. “Really, [2 de not want to go advertising for Universal 
Oil Products or something like that. I am not Dr. Eglaw, 
trying to sell something of that sort. I assume that 
there are certain circumstances under which it would be 
highly desirable to have a polymer plant but I am not selling 
an outfit. 
I hope I did not suggest that, Sir. aS a conservationist 
surely, and what I am trying to lead up to is, I want to get 
your views about a logical conservation scheme for Turner 
Valley? 
Without referring to Turncr Valley, but on general principles 
I would say that we should save all the propane and butane 
and other high fractions that we can and we should subject 
them to our use. We should waste nc gas. We should use 
all the gas we possibly can and the free blowing of gas 
into the air I would consider wasteful. The point is that 
just how you arrive at the result to me is an engineering 


problem and I am concerned with the general principle that 
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es ds th. Brey: 
we do not waste any more than absolutely necessary. If it 
means saving propane and butane and natural gas I am for it. 
Then you would say in @ genéral way, and I am not 
trying to get down to actual facts in this case, in a general 
way that these products which, as I tell you, are now being 
wasted in Turner Valley, should not be wasted? 
Well, I say it is undesirable that they should be wasted, 
if they are being wasted and can be saved without too much cost. 
Now, aside from the actual question of cost, from your 
experience these products can be saved by using the polymeriza- 
tion plant? 
Weare saving a great deal of propane and butane by 
polymerization. 
Hest MOL. true gls0, Doctor, that the recoyery from ;thege 
pelymerization plants of propanes and butaneg makes the 
very finest type of aeroplane fuel? 
t have been told that the fuel produced is very good. 
And it is used extensively by the United States army 
Aeroplane Division? 
Not a straight polymer. 
No, but the pelymer is used in the production of that 
aeroplane fuel? 
Oh, .yes. We are using a blend of high octane cracked in 
a polymer, and a lot of other things,including tetra- 
ethyl lead,to bring up to 100 octane fuel, iso-butane and 
a lot of other things. 
MR: FRAWIBY: We had a man from Ann Harbor, 
iichigan, who would have answered all these questions for 
you. 
MR. MaHAFFY: I missed him. « Did- he give 


evidence - may I ask, Mr. Chairman, did he give evidence 
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Dr. Jd. Ws Frey. 
about this process? 
MR. FRAWLEY: | NO. 

MR. aaa Because I do not want to be 
burdensome eae ere 

MR. FRAWLEY a Ch,. ne. 

VR. MAHAFPY : Now, Dr.. Frey, my information ts, 
and I ‘consider it reliable, I may say, that there is about 
70,000 gallons of polymerization recovery going to waste in 
mie Tory ner Valley every day. Would you consider that there 
should be conservation? 

Well, t am against waste, : : Days 

That product: is being burned now in Turuer Valley every day? 
Well, let meosay sam not trying to find an BlLipi Tor 

nhcit or anyboly else. I am against waste on fundamental 
principles. I know; for instance, that in East Texas 

that all the propane and butane produce’ is not being 
conserved. Probably about half of the production is finding 
its way into useful channels and some of the rest of it is 
not connected with the system that makes it possible to 

use it. I hope that ultimately they will wrk out a method 
down there that will absorb all of that higher fraction. 

But I do not know how soon that will be brought about. 
Whether 70,000 something or other is wasted in Turner Valley 
I do not know, because I do not know the circumstames 

well nenough. Bit I would agree to the general principle 
that Sydcythine wictia be saved that can be and I am against 
waste. 

And if because of orders issued by the Conservation Board 

or because of any particular Government policy which might 


be in force, the absorption plants do not feel safe il making 
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Py. we. We BPeY. 

further investment in installing a polymerization plant, 
would you agree with me that probably that is a situation 
that should be corrected? 

I think overything should be done to make full use of the 
product. Now, 2 temsncu going to criticize the orders of any 
Conservation Board here or in any other foreign country 
because I am, after all, a representative of the Department 
of the Interior of the United States and it would not be 
diplomatic: Tor me: to do so. 

Pureai ize your position, Dr. Frey: end you certainly out it 
very appropriately and nicely. Yerhaps I can give you another 
question, and I would like very much if you could feel free 
to answer it, and that question probably can be put this way. 
As you know, this country is now involved in a world war, 
and that being so would you not consider that every conceivable¢ 
step should be taken to ensure the fullest recovery of 
absorption plant products and also of pnolymerization plant 
products? 

iI cannot put it any more completely than I have already. 

I am absolutely against waste. I be?ieve in conservation. 

I think that everything should be used to the fullest 
practical extent. 

Would you agree with me if I put it this way then, that 
particularly during this state of war that the various 
recovery products in Turner Valley should be produced to 
their absolute limit without doing any harm to the field? 
War or no war my principle is just the same, and that is 

that the full advantage of the Valley should be used, but 
there should be no waste and that everytning should be 


geared to a conservation programme to prevent waste. 
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Des ds We ETey. 


Q But you would go further, wouldn't you, that the maximum 


production possible should be taken from the field without 


waste? 

A Without waste? 

Q Yes? 

A Yes. 

Q I mean our situation here is a little different than yours 
in the States, is it not, Doctor? Down there, as I 
appreciate the situation, you have far more oil or you can 
produce far more oil than your entire domestic market can 
e0corn, “that i¢ right, is Lt not? 

A I understand that is your situation here. 

Q Now, 26 10 nov a little different here. We’ aré’ importing 
Wass GduUeltiluies Of O12 into Canada. True, it is still a 

marketing problem but we have far from reached through 
production in Turner Valley the absorption point in the 
Dominion of Canada? 

A What? 

Q We have far from reached the stage where Turner Valley can 
possibly supply the Dominion of Canaca? 

A Turner Valley will never supply the entire Dominion of Canada. 
Pie, io fapnae “oo our problem here is a little aii ferent 
in that respect than your problem in the States, is it nov? 

A I do not understand what you are iriving at. 

Q Well, I realize I am probably putting it very poorly. What 
I am trying to get at, and I may be completely wrong, is 
that there is somewhat of a difference between our problem 
here and yours in the States? 

A Naturally, we have different problems. 

Q Because here, if the market can be extended there is a 


greater outlet for Turner Valley products? 
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Ps Oe Ws. rey. 
I have testified ae Lenein concerning the competitive effect 
of world crude and fields in the United States on each other 
and ficlds in the United States upon Canada. We have dis- 
cussed the so-called economic fringe of marketing penetration 
from this area and I stand on the evidence. 

Well, we will leave that point at that then. But it 2 
valuable product, such as aeroplane fuel, suitable for 

army training plants and pursuit planes can be developed and 
recovered from Turner Valley that would very materially 
extend the economic fringe that you speak of? 

if it can be done without producing waste in some o ther way. 
And that would be particularly true and the factors would 
probably change considerably during a time of war in which 
the country is involved? 

Not necessarily as a result of the war but as a consequence 
of price, 

That is what I mean, particularly if that fuel cannot be 
obtained from foreign countries? 

Well, that is very hypothetical. 

Now, Doctor, are you able to say, do you feel like giving me 
any informatior, infringing on the technical again, I admit, 
bot it as truce, ts°1% Hot, that in Turner Valley in any 
event, and I suppose it is the same in other fields, crue 
oil gas, that is the natural gas which is used to bring 

crude oil to the surface, is usually very low in natural 
gasoline content when the well is comparatively new? 

What is that. That the crude oil----you said something about 
eruide oil in there and I want to get that straight. 

Let us take the actual situation here in Turner Valley. 

A well is drilled and it produces crude oil and the natural 


gas to lift that crude oil to the surface? 
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Dr. J. Ws. Frey. 
Yes. 
{ am talking in very ordinary language, which I hope you 
will pardon,but I do not know the technical terms - now, 
that gas can then be.run. through an absorption plant, is 
that not right, after it has lifted the crude oil to the 
surface? | 
Yes, it could he. 
Now, when the well is first completed, when it is a com- 
paratively new well, is it not true that the natural 
gasoline recovered from the 


2a 


cS bd 


from the natural gas, is 
comparatively slight, very small? 

There is nothing uniform that I know of in that behaviour. 
co it not true that the older that well becomes the 

more natural can be recovered from the gas? 

I do not know. 

You do not know that? 

No. 

Tas that been the experience in the States, do you know? 
{I do not know. 

You cannot give me any information about that? 

I cannot. 

I may say that my instructions and information are that 
that is the behaviour of crude oil wells in Turner Valicy, 
when a well is first cumpleted the gas has very little 
natural gasoline content, but as the well becomes older 
that natural gasoline content increases? 

Well, that is interesting, but I do not happen to know the 
situation. | 

And the obvious result of that is that assuming with me 
that that ig 39 that in the early stages of the life of the 


well it is not usually good business to endeavour to extract 
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Dr. J. W. Frey. | 


natural gasoline? 

How can you avoid it if you are going to put it into the 
Lins? 
Pardon? 

How can you avoid it if you are going to put it into the 
Line? 

Well, the situation now is, if I may tell you, that much of 
the gasoline produced in crude wells in Turner Valley does 
not go through the absorption plants. are you aware of that 


situation? 


(Page 15,044 follows.) 
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How much of the ges is produced that does not gu through 

the absorption plant? 

It is a very small fraction of the gas produced from crude 
oil wells that does go through the absorrtion plant. 

I seo. All of the gas which is delivered in tho gas main 
goes through the absorytion plant, doesn't it. 

All of the gas, you mean in tho gas mains for @elivery to 

the eity for domestic use? 

Yese 

That all 06s Siegarn whe, ubsorptish: plint, youveru Fight. Doctex 
And what happens to the rest of it. 

Tho rest is burned. 

Blown into the air and wasted. 

Yes. 

I soe. 

And practically «ll of the gas from the crude cil wells is 
burned and never reaches the absorption plant but what I am 
getting at is this, that while a well is still new the amount 
of recevery is very small and does not jusitfy processing in 
an absorption plant, whereas later the woll, as the well 
becomes old, that content seems to inerease and then justifies 
putting the gas through the plant. Now have you had any 
knowledge of that situation? 

We, I didn't know about it. 

Well, Docotr, I just have one or two more questions and then 
LI am through. Wheat I am trying to got at, and I am only 
sorry that you do not have any more intimate knowledge of 

the Turner Valley field, because I would like very much to 


hear your opinion, but you have emphasized that in working 
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Dr. J. W. Frey 


out a Conservation scheme you must consider a great many 
things and that you must work out what you consider is a 
practical scheme, is that not so? 

A Yes o 

Q And that sometimes the Gonservation Theory has to be 
sacrificed to practical dctails? 

A it is somotimes necessary to make adjustments within the 
scheme to get the bast possible working arrangement. 

Q. Yes? 

A Yes. As fields develop in poculiar ways at times those 
peculiarities have to be given consideration to. 

Q Well now, Doctor, in the case of Turner Valley; you have 
knowledge of some of those points and I have asked you to 
6ssume information on certain others, but here we havo a 
Situation, Turnor Valley develvpment started in 1913; 
nothing much was done until 1920 and the Royalite 4 well 
which was a gas naphtha producer, I belicve, was comoleted 
fo L928 and Teom taers until L6G, which is roughigeka 
years, we find that many, many wells were drilled on the 
gas, what we now know ac the gas~-cap; those wells were 
Grilled at tho instigation of the usual hopes of financial 
reward. but also accurding to the requirements in the leases 
issued by the Government and by the Galgary and Bdmonton 

“Corporation , and as I say, millions of dollars were spent 
on those wells; absorption plants were erected at very 
considerable expense and until 1936 the whrle situation 
was, aS you will xrsalizo, considered as a gas producing 
field with nephtha and absorption naphtha recovered. Now 
it should also be noticed, as I mentioned a few minutes 


agc, that independent companies and individuals have ooeen 
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largely instrumental ih the dovclopment of that field up 

to that point: theh ih 1936 one might almost say by accident, 
although gertainly not so far as Mr. Brown is concernod, 

crude oil wab diseovered and since then there has been a 

very considerable development, as you Knuw, along what we 
Gall the west flank of Turner Valley, where the érude oil 

was produced: now I think, Doctor, I do not want you to 

get me wrongly, that everybody in this part of the world, 
almost without exception, is in favor of conservation, but 
there is an argument as to what form the scheme thould take; 
now in view of the nature of the field which I have discussed 
to some extent with you, thoro is at least a very considerable 
body of opinion that withdrawals from the gas-cap will not 
affect the ultimate recovery of oil from the west flank and 
it is at least arguable, and rsrsonally you do not mind my 
saying so, that the evidence submitted to this Commission 
Shows, that the crudé oil area will not suffer by withdrawals 
from the gas-cap: we alsc have to consider the conservation 
of the gas itself to be used as a fuel; then there is the 
further point, parvicuLarly in this cold country where somé 
people say we cnly have two seasnus, winter and July, the 
easing head or natural gasoline is a very necessary ingredient 
ef our gasoline and I would like you to assume with me if you 
like, because it is a fact, that every company which makes 
gasoline that is sold in any qiantity uses natural gasoline; 
to stop up the volatibility of that prcduet, and conscquently 
production of casing head or natural gasoline is noccssary 
and the only place where it is produced and ¢an be produced 
in quantities of any size at all, is through the absorption 


plants of Turner Valley; now it is also true, as we have 
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discussed, polymerization plants could be installed to make 
a further recovery of that product possible; now just to 
summarize, Doctor, if I might put this to you in this way, 
in viow of all those facts, particularly the fact that tho 
field has got to the present stage of development without 
conservation laws because the conservation law has only been 
im Torres for 4 year, end trying to keep tn . mind the 
spirit of compromise which you so well put on Saturday 
morning and trying to make conservation a practice] and an 
equitable proposition for all aoncerned, dc you not think 
that some scheme of consorvation could be worked out for 
Turner Valley which would permit of efficient production of 
crudé ofl from the flank, affect a reasonable prevention 

of waste of the gas itself from the gas-cap and yot allow 

& sufficient amount of gas to be produced from the gas-cap 
tc keep these absoprtion plants operating on some sort of 

a reasonable basis for the production of natural gasoline; 
What is your opinion about that? 

A Well most of the problem which you present is an enginoering 
probleme There aie some problems of equity. tn the f£27S7 
place it seems to me that the engineers can determine where 
the gas-cap is or what the relationship betwoen the gas-—cap 
and the down flank oil is, and having determined that, they 
could make a resummendation as to what should be done with 
respect to holding the pressure in the gasS-caDe 

Now while I am willing tu go 
with you, that natural gasoline is not an undesirable product 
at all times,-t it can be at some times, - and there is a ratio 
of absorytion of natural gasoline in the market and there is 


no use of producing more natural gasoline than that; I 
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think if it could be worked out as an economic thing it 
would be desirable to take the protane and butano. q 

dO Moll think! tha tide. practical but if it. is, I think it 
should be done and then comes the gucstion about the free 
flow of gas into the air after it has gone through the 
absorption plant, or the burning of it, without any 
further value, I think that is open to very Sexious 
criticism and how far it should be tolorated should lio 
within the judgment of the engineers who are dealing with 
the problem. I think that would be my principal reaction 
to your statement, 

Q Now, Doctor, just one further question, in the working out 
of conservation schemes with which you have been connected 
in the United States, what is the usual practico that you 
follow, that is setting up the machinery, do you hire a 
staff of enginse~s or one engineer cr just how do you go 
about it? 

A Well first of all you will have to remember that we are 

d6éaling with conservation in sone States not at all, in some 
States by laws which establish the manner in which it shall 
be done and them the conservation activities of the Federal 
Gcvernment, whieh is prineipally on public lands or Indian 
lands; now in the Federal Government we have our own 
engineers and our engineers deal with the company's engineers, 
of all the cumpanies involved, and work out a plan . In 
some of the States that also is done. 
As to whether there is me 

Federal or one State eng ineer or e helf a dozen, depends upon 
the amount of the problem which there is, whether we are 


justified in employing more than one person but in our working 
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as a Federal Government on public lands, our hearinge of 
what shall be done, include the point of view of all of 
the engineers in the field and ultimately some one has to 
make a decisinn, whether that is done by one person or two 
or three or four or half a dozen, is entirely a matter of 
our local set-up and how many engineers wh requiros or 
course that always is passed on, the local decision is 
passed on to Washington whero our conservation branch has 
tO approves Our econsorvation branch, I have forgotten 
how many people there are in it but it is quite a sizeable 
groupe 

Q Frankly, sir, what I am getting at is this and you can 
answer it or not as you feel. proper, in your opinion would 
it be proper to le:ve the establishment of a conservation 


scheme for an oil field, to the judgment of one enginesr? 


A In Alberta? 

Q Or anywhere. 

A Or somewhere else? 

Q Anywhere. 

A Well, if he is a good engineer, I would just as soon have one 
as a half a dozene 

Q But you would want to be sure of your man? 
I would want to be sure of my man. 
MR. MAHAFFY: Thank you, Doctore 

Q MR. PLOTKINS: Doctor, following up that 


guestion, you have stated at various times that you must 
give effect to other considerations besides the engineering 
standpoint in arriving at a proper scheme of conservation 
and I would just like tu know how that is done in your 


country, that is what body or what person or how is it 
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brought about, to give practicsl consideration to the 
national aspect of the equities? 

A The economic Situation in that particular State. 

Well I cannot report for all of the States. Let us take 
it for the Federal Government alone, we call a hearing of 
all the parties interested and talk it over and then decide 
on what seems to be the best practical way. 

Q Who dc? 

A We do, the body, our conservation branch. 

Q And your consorvation branch includes besides engineers, 
economists like yourself and you have available information, 

relative value, the markets, the relative viewpoint and they 
are able to bring them to bear, as well as the engineering 
aspect of it? 

4 Well there are relatively few who are just in the same 
category as I am, that is principally concerned with the 
economic, but we work as a very large family there and we 
talk things over and we criticize each other and we are free 
about such things as a rule. We move back and forth, and 
"What do you think about this, thet and the other thing?" 
and after a while we erystallizo on a solution and when we 
do, why then some one puts it into effect. 

Q So that when you have crystallized an opinion, it contains 
the judgment of the engineers, it contains the judgment 
of the economists, it contains the judgment of the Government 
from a policy standpoint, and as a result you have a definite 
policy or a definite result that does give effect to all 
these considerations, and not only the engineering phase of 
it elone? 

“a Oh, yes. Our personnel has been there a long time. I am 


about the most recent and I have been there twelve years, and 
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wo have men who have boen there 20 and 25 years and they 
are pretty well-seasoned in the prublem. 

Q They know what they are dealing with? 

A Phey have had, they have been bumped enough times so they 
know what the problem is. 

Q Voulé you not think, Doctor, that in connection with a 
Conservation Board, in any ohe particular state in your 
United States, that some considerations would be given to 
give effect to ----+- 

A Some of our administrations are good and some are not so good. 

Q Would you not consider the ideal as something approximating 


your own handling of the situation? 


A Naturally I am rather prout of our organization. 
Q Yes. 
MR. PLOTKINS: That is all, Mr. Chairman, 


in connection with conservation. 
THE CHAIRMAN: Any further questions. Any 
futher questions, Mr. Frawley. 

 Q MR. FRAWLEY: Just one perhaps, you say 
that the produetion of natural gascline in the United States 
is an ineident te erude production? 

4 To a very large extent, yese We have a few dry gas fields 
that are producing for the gas markets in which natural gasolino 
ig introdaced fore the gas is delivered into the main , in 
order to prevent condensation in the main, it is as much to 


j get rid of the possible condensation as to recover 1%% 


commercial waluce It just has to be donee - 
THE CHAIRMAN: Thenk you, Doctore 
MR. FRAWLEY: That Lso6git, Doetonrs 


Mr. LeSueur will now make a statement. 
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RICHARD V. LHSUBUR, having 
been recalled, examined by Mr. Frawley, said: 

As I understand it, just to get it on the record straight, 
this is now, the companies are making such reply as they 
think arises.out of what Dr. Frey has said or ineident to 
Lt? 

MR. Chairman, Mr. Commissioner and Mr. Frawley, I think - 
there was some guestion raised about the crude purchase 
contracts in the Valley. 

Yese 

And as that is rather a short subject we might clear that 
first, Mr. Chairman, if that is agreeable. 

THE CHAIRMAN: All right. 

The Royalito Oil Company has about 50 contracts for the 
purchese of crude sil in Turner Valley and those contracts 
follow the form whieh I beliocve was submitted to the Board, 
practically uniforaly. 

In those contracts the only 
blankg I believe, are the name of the vendor and the location 
of the well. Now those contracts, with a few exceptions, 
which I will mention, apply only to one well Which at that 
time was either, either had just been completed or was being 
completed, and carrying no suaetdon on the vendor in the 
contract to sell the production oi any well which he brings 
in in the fu ture... Those exceptions, those three exceptions 
which I will mention, are the Commoil contract which covers 
two legal sub-divisions. I think they were ten and fifteen 
tn legal, in section 29. The production of those two 
wells or the two wells on those two legal sub~divisions 


ws covered by that contract. 
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Another contract which 
was not, which did not refer to only one well, was the ‘jest 
Turner contract; now I believe the Pacifie Petroleum. 
They had four legal sub-divisions which, of course, gave 
the opportunity to drill more wells, one on ech legal 
subedivision. In the first well we contributed and I 
believe completed the drilling and naturally took a contract 
covering the purchase of the cruds wil. As to their other 
wells in that ecuntract we were obligated to contribute 
925,000.00 a well if they desired it and in case we contrib- 
uted it we would have the right to the crude oil from the 
well drilled and contributed to. 

The other exception was 
the York Oils and in that caso we were interested in the 
woll,they drilled and tke contract covered the crude from 
any well which they drilled on threes legal sub-divisions 
on which they had options if they exercised the option and 
drilled to pruduction and brought in production, then wa 
would have the right to contract for that production. 
Well that is the completee picture at the time of the 
exccution of the contract. 

That picture today is 
this, that the Commoil have drilled the two wells on 
their two legal Lea es and therefore Royalite has 
no right on the production of any wells drilled by Commoil 
in the future. 

| With regard to est Turner, 

they did not call on us to contribute to any of the further 
wells which they had drilled and we hence hed no right to tho 


oil from those wells but they had voluntarily made a contract 
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with us on their second well and their third well which 
hus Deen drilled and sheir fourth well is now drilling but 
they have not called upon us for a contribution. 

The York Oils, to my 
knowledge, have not exorcised any of their optinns and 
henes that is a matter more or Less to be decided. 

So that taking it all in 
all, the rights of Royalite to ask for productinn, from 
future wells is practically negative todaye 

Now I thinx there was somé 
question about the amount of cil covered by these contracts 
and I might say that based on the allowable now in force 
under the Conservation Board, the percentage of production 
whieh is owned by Royalite and also that whieh is controlled 
under these contracts, amounts to about 719% of the produetion 
of the field, based on the allowables now in force. Tho 
refineries, at least our refineriss I should think in 19358 
took about 59% of that total production and the balance of 
some 123%, which was controlled by Royalite, was turned over 


to the other refineries for their needse 


Sl a 


I believe, Mr. Chairman, 
that we did submit a statement showing forth our general 
policy fairly definitely, which in rough terms was that we 
were quite willing to turn over any oil, beyond our require- 
ments, which was available to us, to other refineries at 
the posted price plus pipo-line and handling charges. 

New I think the point was raised the other day that that 
was a matter of grace but of course, I think it is not 
altogether a matter of grace, Mr. Chairman, at least not 


in practice. The Conservation Board, as I understand it, 
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gots nominations from the refineries in Alberta, in 

Saska tchewgn and in Manitoba and on the aggregate of those 
nominations they set the total allowables, also the allowablo 
for each well. Hach well is entitled to produce its allow- 
able and if we do not turn that oil over to other refineries 
we would have a surplus whieh would have to go into storage, 
which, of course, in practice is an impossible situation. 

Q MRe FRAWLEY: | Gonsrally speaking, that is 
what you want to say? 

A I believe thst answers the guestions which are raised. 

Q So if we can cover any other odd things about it, as you 
say any refinery is entitled to go to the Conservation Board 
and say, "Place us today so that we can get a thousand 
barrels a day"? 

4 He puts in his nomination as I understand. 

Q Suppesing e new refinery came in, the Standard Oil of Californis 
or any other, the Texas, the Texas Company, they would put 
in a nomination and Mr. Gottle tells me that is just an 
expression, but al] I am working up to is the thing, the 
Board informs itself as to what the real needs of the market 
are and the Standard Oil Companys =—~— 

4 ‘Excuse me, the Sti ndard Oil has nothing to do with it. 

Q The Standard Oil of California, I meant, this instance I 

Zave. 

I beg your rardon? 

[It 4s a little too much of that sometimes, Mr. Lesueur? 


A little too much. 


oOo &-& © & 


Some new refinery comes in and goes to the Board and says, 
YWWe need a thousand barrels a day". Now the Board sees to 


it, if they think it is-a genuine statement, they will see 
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to) At that: that is ib the allowable per day but of course 
that is all the Board ¢gan do about it naturally and the 
Standard Oil of California must find somobody to sell the 

oil to them? 

Quites 

Now what I would like is a statement from you, as to what 

the policy of your company would be as to treating with 

the Stendard O11 Company of California or any other, say 
refinery "X", that would noed oil but had no way of getting 
it directly from the producers for the good reeson that 
yourselves, the British American, airy, Mayland, and Mre Plotkins 
have it all, as I understand, now under contract, what would 
be the mechanism of this refinery "X" getting his oil after 
he had gone to the Board and the Board had done their part? 
Vell the mechanism, I presume youMeen the detailed mechanism, 
Mr. Frawley? 

Would you sell the ofl, that is just a blunt way of putting 
it, would you hold yourselves ready and willing to sell to 
this refinery "X", the oil Pe ect be assured by the 
allowable having been increased by the Conservation Board 

to cover that refinery's requiroments? 

I think we made the general statement that any surplus over 
our own requircsments, we would sell to any responsible purchasor 
at the posted price plus the pipe-line rate fixed by the 
Commission, plus handling charges and so One 

Yes, that is how you would take care of th. requirements of 
any such refinery? 

Yese 

Now that was limited to the talgary end of the pipe~line and 
I think it would be well to have your views as to that, 


whether or not any different situation exists or what exists 
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in the case of a refinéry or other responsible persons 
desiring delivery in Turner Valley? 
A Well I suppose that would be, that would have to be handled 
according to the situation. 
\ Qe well that is a man who perhaps would not desire to pay the 


whole pipe-lLine rate, not having used all of the pipe-lina 


tl 


rate, I wondered if you had evolved any policy as to how 
| you would deal with a man of that kind? 
| 5 We have evolved no definite policy on that. 

Gi Now as I understand your statement with regard to the 
contracts, with very few exceptions, they arse contracts 
well for well; in other words, the Anglo-Canadian has 
entered into no arrangement with your compeny that all-of 
the wells which it controls, directly or indirectly, will, 
the production will be available to your company? 

A No, it is just as I have stated. I think today we have 
no control over the production of future wells, with the 
negative possibility that I have mentioned. 

Q These few wells? 

A Yese 

Q In other words if any of these companies, with respect to 
whose production you now have one well or two wells, it is 
an open, it is quite cpen to that company and to other 


refineries, to secure the production of the future wells? 


4 Any contract with us would be entirely voluntary on their 
part. 
Q And then would only be reduced tc a contract as and when 


the production came in? 
Yes. 


Q There are no contractual relationships now existing which 
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would restrict that production to your company? 


A We have no contractual relations, that is as to the future. 
Q Quite so? 

4 YOSe 

Q 


Now all the contracts are, all generally speaking for the lifo 
of the well; perhaps that word has not been used, but there 
being no restrictive words used, the contract would heve to 
be interpreted for the life of the well? 

‘A Generally speaking they are for the life of the well, with 
I believe, four exceptions; one well, the contract covering 
one well is for one year from December lst, 1938; anothos 
contract covering one well is from January Sth, 1959, for one 
year; another one is from January Ist, 1939, for a period 
of two years and another one is subject to termination on 
notice; those are the axceptions to the general form of 
the contract existing during the life of the well. 

Q Now has your company any policy that it requires that it 
should have the production for the life of the well or are 
you quite open-minded about that and prepared to enter into 
a contract for any number of, any specific number of years, 
that you and the producer agree on? 

A I think it is matter of particular arrangement in each 
case between the partiese 

G Do you regard the situation as such, from your refinery 
requirements, do you regard it as such that you need to have 
the production tied up for the whole life of the field? 

A Well a contract to my mind is a safeguard in the event of a 

scarcity of production, and the evidenee I think shows that 

that is not a possibility which need be contemplated very 


seriously at presente 
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Q Now I am anxious to know what you say is the policy of this 
company, Which Mr. Nolan announced for you and ynu are now 
6laborating on, that you will sell to any responsible 
purchaser, the purchasers you have in mind are mt limited 
to refinerios, any responsible purchaser? 

4 That is right. 

Q Now I wonder, I would just like to be very clear about that, 
would you treat in that way with a jobber, an oil jobber 
or an oil broker who only required to purchase for speculation? 

y.) We have never considered that, Mr. Frawley. The occasion 
for a consideration of that has never arisen. 

Q There was some discussion of it. Ll think a comparison was 
made Some months ago when we were discussing that between 
the position of your company which was in a position, which 
did a considerabiy jobbing, and some other similar companies 
that were not in a position to job, does your company make 
any point of that? 

A I have never heard of any decision being made- 

Q If any responsible person wanted to go into the warehousing, 
the jobbing of oil and he complied with your other requirements, 
there is no reason why he should not be permitted to buy his 
requirements from you? 

F] I do not know of any like that. 

THE CHAIRMAN: We will how adjourn. 


( The Inquiry was herve adjourned to be resumed at 2:00 P. M. ) 
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R. V. LeSueur 


MR. FRAWLEY: I hed just finished at the 
noon adjournment on the question of soreudete An I was 
going to suggest that efter Mr. LeSueur has been questioned 
further on the metter of contracts thet then Dr. Frey would 
make - he has avout three matters to discuss and one of 
them 1s integration. Mr. LeSueur makes the suggestion, 
which I am very happy to accept, that we might hear Dr, 
Frey make e brief statement on integration and that would 
cut down Mr. LeSueur's statement to some extent, and in 
the end perhaps save time. That is only integretion, Thet 
would still leave three or four matters for Doctor Frey 

to discuss, which he intends to discuss after he resumes 
the stend after hearing from the Oil Companies. If that 
meets with your Approval. 

THE CHSIRMAN: Yes. You heve spoken to 

Dr. Frey heve you? 

MR. FRAWLEY: Oh yes 1 spoke to Dr. Frey. 
He will be here in a few minutes. Mr. LeSueur is open to 
cross-examinetion on the matter of contracts. 

MR. PLOTKINS: I would like Go, OUT7COL The 
discussion or out of the statements Mr. SeSueur mede this 
morning, ask one question. 

Q Mr. LeSueur under our present pro-ration method of producing, 
that is under our present allowable method of producing 
theoretically the allowables should amount to the requirements 
ot the refineries? 

A Thet I believe is the plan. 

Q But in practice last summer for reasons I suppose the Board could 

best enumerste, the situation was there was not sufficient to 
take care of our different refinery requirements, with the 


result thet your statement thet your company wes quite prepared 


‘ to give other individuats or companies crude oil over and above 
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your surplus would put the other individuels or companies 
not an equel position with your company with reepect to 
securing crude at any given time. Is thet not the position? 

A Well Mr. Plotkins I believe that is largely a matter with 
the Board. And it really comes down to the Bosrd carrying 
out the general plan of making ellowebles equal to the 
nominations, the aggregate of the nominetions of theverious 
compaeniss. 

Q Have you any suggestions as to how that cen be brought sbout? 
so as to teke cere of the practical requirements of the sit- 
uation we are faced with, where each refinery would like to 
get whet it needed from time to time? 

A I have full confidence in the Board taking care of any dis- 
crepancies which may occur temporerily. I think they would 
endeavor to do thet Mr. Plotkins. I have no suggestion as 
to ae improvement in the system. 

Q You ere fully aware thet the situation that develope here 
some two months ego where your company gave us the answer 
to my request for the regular amount of crude we expected 
that they were scraping the tank bottoms and cid not have 
any crude and therefore would heve to cut us off? 

A I can say this, in the month uf October the receipts of the 
pipeline were not sufficient to fill the requirements at 
the rete desired and the Imperial Oil. Refinery and the 3.A. 
Refinery were cut back and the other refiners «were given 
their full quotas. I think the two refineries were cut 
back to the extent of nearly 32,000 hurrels in order te 
give the other refiners their requirements. 

MR. COMMISSION :R LIPSiTT: Is thet in October? 

A TheateLs in October..of this yeer. 


MR. PLOTKINS: whet do you mean b; the term 
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tcut back'. That is the Board crdered thet? 

A Nc it was purely Lodi) 

Q So we will have to depend on 4 certain amount of storege 
in the hands of the two comyanies, the Imperial and British 
American to nermit thet -- | 

A You always have to have a leeway. 
MR. FRAWLEY: $s I understand - why didn’t 
you ask for more erry 

A That was the alloweble set and I presume at the end of the 


month weuld be equalized but temporarily the cut back was 


made, 
Q You do not think you were prejudicing your :position 
A No I do not think we were prejudicing thenosition of either 


refinery but they were running their storege pretty short. 
Vue. CAMPBELL: Ju.t one or two questions, 
Perhaps I heve not got your answers clear. Let me see i hp 
this was it. That of the 71% that you took from your own 
wells, your Royalite wells and under contract 59% you used 
yourselves end the other 12% went to other refineries? 

A That iss approximately correct. 

Q And following thet you stated thet you would supply the 
surplus over your own requirements to any other refiner 
that required it at the field price plus these other charges? 

A Yes. 

Q Then whet is the position of the refiner who wishes to build 
a plant we will say in Menitoba or Ontario. We will say a 
plant of 1,000 barrels and today he comes to the Board and 
he gets the 1,000 barrels but next yeer your Company decides 
to build a plant down there to supplement his plent and whepe 
is he going to get his oil? 


A Well in thet case you hav= a situation thet somebody would 
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have to import Montena oil or import other crude. If 
the allowable set by the Board was not sufficient to take 
cere of all. 

a) But if the allowable was sufficient, thet is to say was 

sufficient to take care of all your requirements -- 

But the allowable is not based on our requirements. 

2 No but here is whet I am ceaming to. Here is a field prod- 
ucing s0 much Oil end the contrects ars signed up as fast 
eo a Wolk Comes In, There is very few, 1 do not know of 
any but there may be one or two in the field that have no 
COnuracts. Do you know of any? 

A I do not know that I em able to answer thet accurately. We 
have a large number of contracts end the British American 
Ail Company have some contracts and I think Mr. Mayland 

Meas some contracts. Thet is the Gas and oil products. 

2 | Yes. 

A Whether there sre any wells outside of those I do not know. 

Q T still come back to the same point, thet the man who builds 
a plant in the hope that he can get oil from the companies 
under contrect, takes thet risk that he might face in a 
yeer or two a point where he cennot get eny oil except by 
coming in here end putting in his own wells? 

A The real risk he faces is whetrer Turner Valley can produce 
sufficient oil or have as I have caid a practical potential 
sufficient to supply. all the calls upon it. 

9 Your company cen still build sufficient refineries to take 
care of all thet oil either in sastern Cenade or western 
Ceneda if you so desired? 

A Of course , it comes down to the practical question of 

whether we would build the refinery. 


I then leave thet point. I do not want to teke up too 
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much time. There is one other que8tion Mr. LeSueur mentiormw 4 
on Monday end I was not here end I am going to ask the furt's 
permission tc ask questions on it and that is in connection 
with the pipeline from here Rknewaes 

Q All right. 

MR. CAMPBALIS On Mondey I think you stated 
the time had errived for a pipeline to Regina? 

A Not quite that way. I said that was the next logical step. 

Q Wetttineles7 .dicniht youwthink thet was’ logical then, “You 
thought the time was ripe then in October 1937 before the 
Railway Commission when they set the rates to Regina from 
here. In 1937 the Reilway Commission fixed that rate based 
upon a potential pipsline, you remember that? 

A Quite. 

Q Veogliavt1cld in &@ position then to build or supply & pipse- 
line? 

A Well the position then was thet I believe the Railway Com~ 
mission quite properly took into account the possibility -, 
the potential possibility of e pipeline being constructed 
and on the basis of that potential competition they fixed 
their rates, at least they affirmed the rate which had al- 
reedy beeen put into force. 

Q Did you believe there was 6 possibility of tne field supply- 
ing a pipeline at thet time? 

A I think that is probably correct. 

Well then the time was then and not just now? 
I believe we investigated the pipeline suid we felt “a pipe 
line was feasible and quite ready for real consideretion. 


Q Now you say tnow',Mr. LeSueur what size line have yeu in 


contemplation or would you build now’ 


A We figured on a variety of sizes and e variety of possibilities, 
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Q Well a size thet would handle your own requirements, which 
requires potentialities in the future? 

A Well I do not think we went into cae eC enough to 
come to any decision. We went into it far enough to believe 
it wes feesible. 

Q Whet I em coming at end I think you know what I em coming 
ey 16 this this,’ if you built «© small line now for your 
own requirements it would simply take away the tonnage 
that moves through it when a larger line going further 
Hast is built. You have thought of perhaps 4a larger line 
gOing farther Hest? 

A feo wen you come tO your final considerations of it, Mr. 
Campbell, you would undoubtedly consider ell pheses of 
thet kind. 

Exactly. 

A Your engineers would be asked to report on all the poss- 
ibilities involved and until they made their report and 
worked everything out you would not come to a conclusion, 


Of course not. But you have worked on some figures have you? 


A Preliminary figures. We have not gone into it te that ex- 
tent. 
Q I just have some figures before me on the different sized 


lines end I was wondering if an 8" line was built today 
and would hendle 10,000 barrels through it per cay, on an 
average, 3,650,000 barrels a year, the cost would be 50% 
greater than the peilroad rates today, if you -ouiLt2n) 23 
line handling only 10,000 derrels of oil through that 


LDS. 


A Thet of course is a matter of engineers working it Outs Lt 


you have it worked out why -- 
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Q I just have the engineers report, I just wondered if you 
were contemplating building e line unless you build a 10 
or a 12 inch line and even then a 10 or 12 inch line the 
cost would be thet much greater. 

A I think that brings up the question which you end I discussed 
the other evening. I would say, Mr. Chairman, that Mr. Camp- 
pell. bes fone to 8 lot, of trouble,and no. doubt a. lot of -ex= 
pense in getting together numbers of reports on the future 
cepecity of production in Turner Valley. We have the reports 

of nur engineers worked out on a theoretical line and elso 
from the practicel experience in the valley end our two re- 
ports differ very substantially. I suggested to Mr. Campbell 
thet 1t wes just es valuable to us to know the exact figures, 
tue Lineal conclusion, as it was to him and that I was quite 
prepared to ask our engineers to sit down with his engineer 
and endeevor to work out the factual situation as closely as 
they could work it out. Mr. Cempbell wes quite in agreement 
so we have arranged thet the engineers will have ae conference 
and try to work out the situation and by frank discussion 
across the table to get to the bssic facts, because they are 
just as important to one of us es to the other. 

Q I do not want to ssk any gqguestions which embarrass you one 
way or the other. I just was calculating it and I heave cone 


to thet conclusion. It may not be sound but I had just wondered 


at this time if it would not be wise bcfore anything was con- 


-templated to see just what could be done. 


A I think the conference of those engineers might throw some 


Peeos On it Tor both of us. 


ws Thanks. 
VR. PLOTKINS: Mr. Chairmen, I em sorry to 


have to interrupt but I am leeving for the sast tomorrow 
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J. W. Frey 


Or tne next day if fT can hake it. in conneotion with the 
different marketing subjects which Dr. Frey reviewec two or 
three days ago, I have two or three matters to go into and 
I was just wondering if I could ask yourindulgence to go 
into them now. 

MR. CHAIRMAN: © . How long do you expect to be 


Mr. Tlotkins. We went tu meet your-wi shes if we possibly 


can. 
MR. PLOTKINS: sibly hel® an hour, 
THE CHAIRMAN: What do you feel about it 


mr. Prewley? Mr, Plotkins says he is going eway. 

MR. FRAWLEY: I did not know he was going 
away, but I knew he hed some things to ask. But thet puts 
orotererh CoOmoLexlon ‘On LT. 

THE CHAIRMAN: DP Gnink if Dr. Prey, "dees nom 
Mind in view of Mr: Plotkins leaving the city perhaps we 


should ask you to esnswer him now Dr. Frey. 


Dee PREY recalled: 
Yes Sir if itis noc one of those questions thet has deen 
more or less reserved. 
Pe MTL Ee... This 1s really dealing with the two things you 
had in mind, Mr. Plotkins, Pat free drlivery 8° called ana 
as to whether or not certain things were precticable in 


the light of legislstion we heave. 
Bit. Ve WOTK INS: Thet is right and drums. The 


matter of drums. 
THE CHAIRMAN: Well all right go ahead. 


MR. PLOTKINS: There is enother matter here 


that I think I em going to put in in ea different way. In- 


stead of me making a statement as we had contemplated before 


I think in two or three questions I cen bring out whet I 
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want to do in connection with the third grade. 

THS CHAIRMAN: AV Ponts 

MR. PLOTKINS: DO you agree that the companies 
should be permitted to meet the competition for instance of 
Montane third grade gesoline which is coming in to Alberte 

at low prices. Suould the Cenedian companies be permitted 

to meet thet competition? 

wes’. 

When a compeny meets that competition which happens to thiré 
gerade mostly end that is in the main our competition st the 
present time, Would it not naturally widen the differential 
between @ gasoline and third grade possibly up to 4 or 5¢ a 
gellon? 

Uaerenis Ghat possibility yes Sir indeed. 

Thet is actuelly whet is teking plece at the present time. 
Now in ease sn xsbnormel Spreed has been created in 

the avove wey, that is in the way we hsve to meet competition 
that is coming from Montena and down there, the potentials 
are as much as 4 and 5¢ at the present time in order to 

meet that third grede. 

MR. FPRAWLAY: Down where? 

MR. PLOTKINS: Down in the south country 

south of Lethbridge. 

Should the companies be expected to reduce prices on other 
and non-cumpetitive brands to narrow this differential? 

1 think I expressed my philosophy on that, that is thet 

if there is not a reasonable differentiel then there is a 
tendency for dreinage to the third structure to a points where 
third structure cerries a lerger percentage of the business 
than might seem justified. 


In this case free competition is confined to a narrow fringe 
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in the southern end of the Province and you would not feel 
thet logically the companies could be expected, beceuse of 
that competitive area in southern Alberte to say, "well now 
down there there is a spread of 4 or 5¢ between these two 
products, third grade and Q and therefore that sprsed should 
be reduced by reducing the price of Q down there and also 
eye over’ ite province." 

A Well J think that is a matter of business judgement of how 
much of a licking a marketing company is willing to take 
from third grade, If it wents to preserve its position 
in reguler structure it must meintein e reasonable differential, 

Q In connection with this free delivery,Doctor, we have et the 
present time in Alberta, thrse prices currounding the tank 
Wagon. Namely the posted tank wagon price to the dealer, 
the posted tank wagon price to commerciel consumer and the 
posted tank wagon price to fermers, all of which are compar- 
ative. In cther words we have s posted tank wegon price for 
the farmer business, thet is the advertised 
tank wagon prices. ive heve the posted tank wagon price for 
the dealer business. If he happens to be 100% account he 
eets l¢ off ths posted tank wagon price but if he is 4 split 
account he pays the full tank wagon. In the case of the 
Pomme rciel consumer there ere like considerations apply so 
thet we reelly have e posted tank wagon orice with three 
veriations. ‘That is the facts as you see them here Doctor. 

A I understand that is the case, yes, Mr. Plotkins. 

WR. FRAWLIY: There is only the one posted 
price though. 


whe 
U 


A Th3y post - there is a posted enk wagon price end then 


there is a lg leewey, at least if we ere talking emut tne 


Imperial, there is e l¢ leewey for the 100% deeler. 
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posed. W.. Frey 
Yes. 

And then there is enother price that bears 4a relationship 
that is called a commercial consumer price. It is really 
the same price es the dealers. 

Q Itpes) the seme price. There is just the one posted price 
and the one kind of discount. 

A i think, Mr. Plotkins is) trying to point out that there are 
three different interests involved. One service station, 
two farmer and three commercial consumer. Is thet right? 

A MR. PLOTKINS: That is correct. 

A Ald rights 

Q So that the posted tank wagun price for any different 
Deoductia, or ne. dealer sis f.0.b.. warehouse, and to.him 
they make free delivery into his tank, thet is correct is 
it not? 

A Delivery is made into the tanks of the commercial consumer, 
Tieerservice station ,or to the farmer. 

Q Well now in the case of the farmer is that just quite cor- 
rect that the posted tank wagon price includes deliveryin 
drums to him on his farm? 

A IT understend he does not have to pay anything extre for 
the delivery. 

Q He does not have to pay snything extra but the price posted 
is not for delivery because if it were sc the farmer, every 
farmer would expect every gallon he bought to be delivered 
on the farm. 

A And es I understend it he cen have every gallon deliverod 
to the ferm if he so desired but he may for one reason or 


another decide to go into town end take delivery et the 


plant, but as fer as he is concerned he would not heve to 


do thet, since every gallon would be delivered to him in 


diums at tne same price. 
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But is it not because of the. fact that the company pays 
the dg e gallon to deliver to the farmer thet he is en- 
abled to ask and expect that. Now is it not because the 
compeny peys for thet delivery and thereby makes it free 
to. the farmer? 

As — understand it; now I will try to adjust my’ point of 


view to yours. as closely es Il can. As I understand it it 


has besn the habit of the particular company that you mention 


and those thet have patterned after it, to make deliveries 
tO farmers and part of the expense of making that delivery 
is haulage and that there is a general recognition that 
there is @ heulage factor involved in delivering whether it 
is made up in any of the three methods which you have con- 


Sidered. Now T think that to,sav that the commission agent 


is paid 1l¢ more) because it costs l¢ more or because the l¢ 


is peid for haulege is not necessarily the Icgicsel conclusion.) 


It is true that the commission agent in fact gets e¢ for 
ferm delivery. Now I do not know that it follows that l¢ 
is for one purpose and 1l¢g is for enother purpose but in the 


sum totel there is a heulage in all of them end that heulage 


fies Go beyabserbedic- 1 
thet haulege must constitute a charge and anything over and 
above thet plus the other expenses indicate the possible 
margin of profit for the commission agent. sut I think thet 
it is not nexessarily a safe conclusion thet l¢ rs. Tor ‘One 


purpose and that enother cent is for another purpose. There 


is a 2¢ differentiai and there is some haulage in it and 


, 


whether it is l¢ or $¢ or #¢ or lag I am not prepared to say 


thet thet hes been proven without doubt to me. 


Doctor the facts are that one company in particuler expects 


an agent to produce invoices to show an actual delivery to 


do not want to use the word absorbed, 
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@ fermer before they will aliow thet l¢g commission which 


cover. specifically certage to thet particular farmers 


Sale , 
MR. FRAWLEY: ' what company is that? 
MR. PLOTKINS: fhet is British American 


to my knowledge and I understand the same condition 
epplies to the Imperial Cil. So that here we heave as a 
matter of fact where both compenies to my knowledge have 
specifically stated thet that one cent is to cover cartage 
to the farmers sele. 

Mey I ask the British Americen whether that is cartage 

end nothing but cartage. 

Nee T°would Like it "cleared up. 

MR. FRAWLiY: Would you make a statement 
ur, Maitver? 

MR. MILL&R: Tu aaswer that, Dr. Frey up 
until our new form of distribution went into effect this 
yeer I think thet is correct thet we always paid l¢ com- 
mission to the dealer in the town or to the consumer at 
the warehouse dda Veet we pay en additional l¢d which the 
agent would bill us for each month applying to those in- 
voices where deliveries were made to the farmers, Touay 
we pay 2¢ commission on the farm sales which includes 
Pe heyRien ie doxély a matter of eliminating some of 
the work involved in book keeping as agsuinst the other ar- 
rangement we had prior to this new distribution. Our policy 
was l¢ commission f.o.b. warehouse or f.0.b. thes desler in 
town end 2¢ in which case it wes lg delivery charge on 


sales to farmers or deliveries to dealers et adjacent 


towns. 
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Re COTTLE: I thought iir. Miller, 
your commission to dealers for farmers was 2+ cents. 

iuRe MILLER; . That is quite correct. 
The maxirium-has been 24 cents, 1 cent commission and 

1% cents for delivery. 

WITNESS: Then you distinguish be- 
tween the farmer who gnes to the warehouse and the 
farmer to whom you deliver. 

MR. ia IT LLER ; Well the farmer that goes 
to the warehouse pays the full tank waggon price at the 
warehouse » 

Then the posted tank waggon price is the sane price as | 
would be paid by the 100% dealers. 

uke MILLER: No, by the split~dealer? 
By the split-<dsealex. 

Yes? 

fey is © cent ort. thet is 1 cent off: 

No, posted tank waggon. You see there is only one price 
and that is the posted tank waggon price f. o. b» the 
point or the warehouse, less 1 cent to the 100% dealer 
and leas 1 cent to the commercial consumer in that 
agency point; the farmer therefore pays the posted tank 
waggon price with no discount? 

I see, and then if he has it delivered he has to pay the | 


| 


| 
cent and a quarter more. 
No, he gets free delivery, he gets posted tank waggon 


price at his ferm but we pay our agent 1 cent to make that 


delivery or 1% cents? 


nas “ . . ae = 4 : ia ; 
I see, so there definitely the 1g cents or the 1 cent is i 
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Q Definitely? 

b I see. Now do you do that on the theory that the 14 cents 
represents the actual out-of-pocket costs in making that 
delivery or is there some element of profit in that. 

Q Well, as I said as I think in my evidence, in the 
evidence that we submitted, one time when the farmer took 
large quantities the agent possibly broke even at that 
1% cents that we paid him for the delivery charge but now 
since they are very small deliveries they have become un- 
economical for the agents to cake delivery and in fact 


they lose money today when they make deliveries at 1 cent? 


h At 1 cent, thanks,and now lr. Plotkins I would go on with 
you? 
a MR. PLOTKIN : What I am getting at is, if 


there is an element cf cost to the company that should be 
taken into consideration, and what I am interested in is 

in investigating or exploring the possibility of eliminat- 
ing that cost and thereby reflecting it in a lower tank 
waggon, because the tank waggon was not made out apparently, 
on the statement made by iir. iiiller, it was not made out on 
the merchandise but it includes a delivery service, so in 
the light of that, would you not say that the company 
actually paid for that delivery to the farmer through pay- 
ing their agents and allowing them to make that delivery 
direct from the warehouse to a farmer's yard, no matter 
what the quantity is? 

Oh, if I understand Lir. willer correctly, it actually 

costs the commission agent more to make that delivery in 


small quantities, in his reduced gallonage which he speaks 
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of, actually costs more than he is paid. 

One or the Other; but nevertheless the company does 

pay in his case a cent and a quarter, and in the case 

of the Imperial 1 cent, for to cover the cost of that 
service to the farmer, otherwise they would receive the 
full tank waggon price but they do not, they pay out of 
their tank waggon price that delivery charge, whether 
the agent makes a profit or whether he does not, the 
fact remains that the farmer gets the service free? 

Are we not juggling with terms, i‘r. Plotkins, whether 
you call it tank waggon or whether you call it tank 
waggon plus or tank waggon minus, is not the fact of the 
matter, if a farmer takes delivery from the Imperial or 
the British American point, that he pays a cent and a 
quarter less, is that right, Mr. “tiiller. 

MR. MILLER: Neo, he pays the same price. 
He pays the same price. 

Mi « MILLER : He pays the same tank wag- 
eon price, there is only one price’ 

Pays the tank waggon price and the same applies to Imperial 
except there he pays the tank waggon price ane pays a 
conmission of 2 cents, so whether it is 1 or @ cents, we 
are substantially talking about the same thing and then 
we are handling that inter, inner account, for a cent ace 
the one instance and a cent anda quarter in the other; 
now in the Imperial operation it is 1 cent and in the 


British American it is a cent or a cent and 4 quarter. 


D 


MR» PLOTKINS: To cover cartage or delivery? 
Now does it make much difference whether we say just what 
that is to cover. 


There is the reason, Doctor. Now in the United States, 
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4 
going back to your own experience, there is a price 
below the tank waggon to the dealer, is there not, the 
service station operator gets so much below the tank 
waggon? 

A No, our tank waggon, it is such a miscellaneous thing 


that I prefer to answer that by saying that in certain 


territory your statement is correct. 


Yes? 


£2 


A It is not correct all the way through. 

Q All right, so that in the agricultural territory there 
is a distinction between the “tarmer purchasers and the 
dealer purchasers in that the farmer pays the full tank 
waggen price and the dealer gets a differential, is that 
not. correct? 

A In areas such as you mention there are places where the 
dealer pays .one price and the farmer pays & cents more, 
let us saye 

Q Yes, that is in order to recognize the difference between 
the reseller and the consumer, so as to give the company 
an average net-back per barrel, that will be in conformity 
with the facts, with the economics of the situation? 

ri Yes, I suppose it represents the difference between the 
volume of the two kinds of business. 

Q That is right, so would you say in Alberta, have we not 
exactly the same situation where we have the posted tank 
waggon price which applies to the farmer consumer and we 
have the posted tank waggon price less a discount of 1 cent 

which applies to the service station operator or the 


commercial account and this matter of free delivery has 
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5 
grown up as a aatter of Sel on and in order to make 
it possible to deliver to the fatine x | the companies have 
seen fit to make an extra allowance to their agents to 
cover that, is that not the, fact? | 

A Well if I have the history of this correctly and I hope 
someone will correct me if I am not giving the statement 
as it Waehe liv exists, that has been the case at all 
times, that that is the way that the system developed, 
that there have been deliveries to farmers throughout the 
history of operation of at least the two major companies 
and in most of the smaller companies in the area, is that 
not correct. 

Q My experience, Doctor is, dating back twenty years, that it 
initially was handled in this way, the companies posted a 
tank waggon price and the agent, without any supervision 
by the company, decided that he would charge a cent a 
gallon within so many miles, he would charge a cent anda 
half within so many miles, he would charge & cents within 
so many miles and so on, in other words he endeavoured to 
reimburse himself according to the distance and the 
quantities which he delivered to the farmer customers to 
the extent of charging the farmer over and above the tank 
waggon; now it was only lately, some ten years later, 

that the practice developed, no doubt started by the in~ 

dependent companies I will admit that, where they in turn 
went out and posted prices delivered ana the companies met - 

it by absorbing the ce ieeey charge and putting it on a 

flat basis, so much, irrespective of everything else; now 

that is the fact as I see it? 


£ Yes, I do not want to attach too much importance to these 
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words "tank waggon" and so on. The fact of the matter 
is that there is a price at which the farmer buys ana 
the service station operator huys at 1 cent less and 
that the company pays either 2 or 2% cents for the 
farmer business, while it pays 1 cent for the dealer 
business. 

sou Would not, in your opinion, after all these facts 
have been recited, say that it was free delivery to the 
farmer, if you take into consideration that in the case 
ge the British American, the fazsmer is actually vaying 
less than the service station because in the case of the 
farmer the British American pays a cent and a eon gee 
in the case of the dealer in town, they only pay a cent, 
so the farmer is paying a cent less than tiie dealer and 
in the light of your experience in the United States end 
in respect of the position to those two people, one is a 
reseller, selling all the year round and the other is a 
consumer buying only in season, would you feel under them 
conditions that it would not Le fair to say that the 
farmer is getting free delivery? 

Surely he is getting delivery. Now whether that delivery 


is free, to me is immaterial. 


The thine does not revolve around the farmer so much as it 
revolves around the commission agent. The farmer, as I 
understand it, pays the same price whether he takes the 
delivery or whether he does not. Now if he wants delivery 
he gets it. Now the position of the commission agent is 


different as I tnderstand it, because, according GO i> 
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| liiller, he fails: to get a cent and a quarter if he does 
| not make delivery. I do not believe that is true with 
. the Imperial, is if, he gets the 2 cents from the Im- 
perial, does he not, whether he makes the delivery or not. 
Q MR. MCGRATH: Yee, that is right? 


A Now then the other thing which goes along with it, Mr. 
Elotkins, is the pro>lem of the assessment of costs on the 
total amount of business and that is if the commission 

agents were not in a position to make delivery to farmers 

and consequently get the cent or cent and a quarter more 
lthen the delivery to the service station, can he afford 

to maintain equipment to make deliveries to service stations 


\ at 1 cent; you see that is the reason I am not coming out 


apesansencnen 


et pains right along with you on that, because after all 
do we know just as to how to assess that. 

Q MR. PLOTKINS: I quite appreciate that, 
Doctor, but in the light of frontier conditions here and 
in the light of the evidence which has been given here, 
that the quantities delivered are getting smaller and 
smaller and the cost is over and above the allowance made 
by the companies, would you not agree that that matter 


should be considered and the price be quoted fs.0. be 


- rey 


the warehouse and an extra charge in proportion to the 


cost of that, be assessed on the consumer? 


& TI should think that anyone operating here would have to 
consider how long they can continue to deliver under the 
present situation if there is an increase in cost, they 
would have to give that consideration. 

Q Because as it stands now, the companies no doubt would 


have difficulty in finding agents if the 2+ cents was not 
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sufficient to take care of the costs? 

Oh yes, they eetian nals difficulty. 

Now the delivery here is certainly not comparable with 
the conditions which exist in Iowa for instance where 
the country is fairly thickly populated, in the matter 
of deliveries? 

Delivery, as I see it, is quite different here. 


dnd much more costly? 


Well I should think it would have to be, yes; the volume 


per mile certainly is very much Lower here than it is in 
Iowa. 

Now I am only going to deal with principles in connection 
with regulations which might be in effect in the United 
states or regulations which were attempted under the NRA, 
would you agree, Doctor, that it would be very difficult 
to first find a formula for to step up regulations to con- 
trol prices in the matter of service stations? 

Yes, £ think it would be difficult. 

Because you would have to define what is included? 

That is one thing. 

You would have a difference cf various ievels at which it 
comes in compared with what? 

In comparison with those that go out. 

And you would also have to classify customers? 

Yes, 5 think ‘so. 

And it would be no longer‘then a matter of individual judg- 
ment as of each company. as to what classification they 
would give to each customer, if the law attempted to do 


that? 


I think unless, it would be a very nice little problem 
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in definition to define "customer". 
Q 5o that when it comes to attempting to regulate or at 


least to set prices for different classes of customers 
or for different products, it would be impracticable 

so far as the authorities are concerned, to define them 
and then to enforce them? . 

A I would not say impracticable. I would say difficult. 

Q Difficult? 

di Yes. 

Q In your experience under the NRA you attempted tu deal 
with service station equipment, and with painting of 
premises and with loaning of equipment and so forth, did 
you not? | 

A Yes we did. 

Q Is that not about the same kind ef problem as trying to 
enforce regulations concerning prices? 

& Not if the industry will co-operate and help police it. 

Q sc that we come down to where any regulations or any 
attempt by the Government to regulate business practices, 
must have the co-operation of the industry? 

A I think it is highly desirable to have the co-operation 
because that is one of the ways in which you can find 
Out whether somecne is abusing the rule or not. 

| That is right, so that it would be much more preferable 
to have the industry itself setting up these rules of 
conduct in respect of business practices? 

A I think that if the petroleum industry here were to 
establish a code it would be highly desirable for the 


industry to co-operate with the Government in establish- 


ing the code. 
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Now I want to get that pretty clear, Doctor. The 

people most competgnt to know their problems are the in-+ 
dustries themselves, as an industry? 

I think that in certain positions, yes, but I think in 
certain tuings, I think the Government can establish, 
without much yuestion, let us say, none of us would 
quarrel even those of us within the industry, that the 
Government should have the right to insist that the 
yguality of gasoline produced should be the quality of 
gasoline delivered and many things like that, that are 
rather self-evident. 

Yeas? 

Phere may be some obtuse positions that the Government 
may nct appreciate as much es the industry. 

Yes, so that ty the industry co-operating with the 
Government to find out what is desirable under the cir- 
cumstances and the industry formulating a code acceptuble 
to the Government, we might secure some benefits if the 
industry itself were to more or less police it with the 
assistance of the authorities? 

I think it would be highly desirable to have industrial 
co-operation in any ievelopment of an elaborate code. 

Do you think that an elaborate code is desirable, or is 
it uot much better to deal with principles and allow the 
industry itself to werk out its application? 

I findk Mr. Plotkins, that there are at least two kinds 
of people in the world, one group that will go along 
nicely or principles and another group that is very 
legalistic; now to those who are legalistic a code on 


general principles does not work because they want more 
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and more interpretation, mere and more laws, until it 
takes an encyclopedia to include the sams. I think if 

a code could be operated on general principles that 
would be the kind of code that I Ssihbe prefer but I ¢an 
also see that there are people in the world who would 

not accept the principles and would look to one side of 
the law for some other short-circuiting. 

Now Doctor, would not the trouble be not Mens er ee 
in carrying out the principles but with the other side, 
the authorities, who, we know in most cases, would not be 
in &@ position to properly consider the problem; in other 
words they would leck the training and understanding of 
the industrial processes? 

Oh, I will say that when I was in charge there under the 
code that I found it difficult to get men who were suf- 
ficiently well trained in tne performance of the industry 
to understand it all the way through but we do not want 
to condemn men like myself, and that is what we have to 
do, we did the best we could under the circuhistances and 
we gained knowledge as we went along. 

But you would say until the authorities themselves had 
acquired a competent staff and machinery capable of doing 
justice to the industry, that it would be better to deal 
with principles only at the start? 

Except in some of the perfectly obvious things. 
Naturally? 

Yes. 

Quality, and preventing a fraud and so on’ 


Yes, you can even take a thing like the industry shall 


not give equipment to dealers or shall not put ina new 
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Pavement for a filling station without being paid for it, 
or you are not going to put in electric light equipment 
other than advertising except for payment; there are many | 
things like that that are relatively obvious and T think | 
almost any Government is competent to deal with that side 

of things. 

Yes, but in its application, Doctor, do you not think that 

a committee of the industry who operates, would be much 
better able to enforce or at least to attempt to attain 

the co-operation of the companies, because, here is what 

I have in mind, the Government nay delegate to a certain 
official, who may be influenced by personal considerations, 
or he may not be fully competent or fully, may not have 

the proper understanding of circumstances, and he would arrive 
just at conclusions whereas if you had a committee of five 

or six of the industry, who cbtaining that complaint, they 
would be able to digest the facts and come to a con- 

clusion whether that was a fact or not and then if they 
attempted to bring pressure on that company to make it do 
business, they would be in a better position to do it, 

where the Government could only prosecute? 

Well now you certainly are not advocating that the in- 

dustry take into its hands the punishment of a competitor. 

No? 

I know I do not want to put myself in that positior, 

where I say that the Governnent would wasn its hands of « 


aeebal 
the enforcenent of its code and let the industry do it.) | 


I think that the industry night well advise the Government 


as to the nacessity under a particular set of circunstaneces 
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of bringing about more than moral suasion but I. 
certainly would not want to pass on & the industry the 
power of eting out punishment on the offender. No, 

I think the Government should take its réspongibility in 
that and if the industry points out clearly to the 
satisfaction of the Government that a condition exists 
that is inimicscable to the best welfare of society, that 
the Government should definitely aidress itself to the 
solution of the problems 

That is right,.and I entirely agree with you, Doctor. 

Wow the question of drums, do you see any great dif- 
ficulty in the industry here in Alberta eliminating the 
loaniug of drums or the furnishing of drums ywfree to the 
consumer? 

I have already given my testimony on that and it was to the 
effect, that while I do not agree with the general 
Beat of losnirg drums free, or giving drums to the 
consumer, that that situation has been existing for such a 
long period that it really constitutes a difficult 
problem to get a solution of, and that no matter which wey 
you move on it you will find difficulty. You might say 
"Tet the industry now make an out anc out contribution of 
those drums to the farmers without any regard to their 


interests, their financial interests in the matter". You 


might say that they should now reclaim all of the drums 


which they have outstanding and charge the farmer. There 


are many other things but it looks to me as though every 
move you make you run into another problem and I do not 


have any worked out solution. 


Doctor, the position is this, the Imperial has made a con- 
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“siderable investment in drums & Number of years ago and 
it has probably continued over the years to make further 
investment s?- 
h Yes, as I recall there is an investment of over three- 
quarters of a million dollars. 
Q And a new comer such as myself and others do not quite see 
the necessity of supplying drums so therefore we did not 
supply any and I have found my own experience, the last 
few years, that we have had no difficulty in selling drums 
to the farmers and that poabes & friction between ours 
selves and the other companies and what I have in mind is 
this, it will have to come up for solution at some time, 
in fact the companies have considered it for some two or 
three years, and would it not be wise to arrive at some 
formula which could be carried out in six months or a4 I 


year, some agreement, and eliminate that extra expense. || 


(Page 15,087 follows) 
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I can see no objection to the Government meeting with 
industry and trying to work out a solution fo» that preblem. 
It is what I would do i think if I were faced with a 
problem. {I do not know whether it might be done by formula 
or just how it could be done. After all, there will be 4 
lot of give and take in it and someone might have to give 
up. a good deal. ivegcy lt heave no solution but it seems to 
me. that in course’ of time it is going to be sdélved. I 

think the Imperial testified that they were not buying any 
more drums to do with what they had before. I think their 
testimony also showed those barrels had been depreciated 
down to abcut $17,000.00. So that it is one of those 
things that is going to work out in the course of time 
unless there ig some aggressive group that insists that the 
drum must be maintained. 

Now, Doctor, have you had an opportunity to go into this 
Pieure im CoMmncelion with the relative sales of 6rd grace 
ond O) (tis yeer .eompared to last year and the year before? 
PO 1) eave NoOUyWorKed over this yeer'’s figure to anyrvextend. 
i worked over last year’s and the year before last to a 
certain extent. 

Would you say that the trend is definitely towards the 
lesser and lesser percentage of Srd grade sales in this 
Province? 

I have said the trend is going to be towards the better 
product. The trend is going to be. But the two-year 
trend, I do not know that I would say it is so clear just 
what the position would be in 1939 compared with 1938. 

You have had recited to you, I think, that the conditions 
that pertained in Turner. Valley made for considerable 


quantities of low grade gasoline? 
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yes. 

6, 7 and 10 years ago, and as production declined in 

Turner Valley less and less of that product was available 

to the market? 

Yes. 

And in the last two or three years it practically disappeared, 
separator naphtha, that is competitively as a 3rd gerade 
gasoline? 

moe, tobetively littie of it, so I understand. 

So you have that long term trend to pass an opinion on 

and also in the fact that the last two or three years there 

is a new item to give consideration to and that is that 
the tractors now being marketed in alberta are 

more and more rubber-tired, higher compression engines 
requiring at least standard quality. So in the light 

of these facts would not you agree that the percentage 
of $rd grade in relation to the whole market is getting 
less and less? 

Weil, I should say it should be less and less. 

Now, can you reconcile that position with the statement 
of the Imperial Oil that the reason for the reduction in 
"Q". was to prevent drainage to the 3rd grade gasoline 
marke? .7 

I do not want to take the position of defending the Imperial, 
and that is the position that you are putting me into. 

I would rather let them defend their own position on that. 

I make the statement that a wide differential between 
regular and 3rd would tend to produce drainage towards the 
lower-valued product. That would also apply between Zthyl 


and regular or 3rd structure and tractor fuel. I would make 
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the same generalization all the way along the line. A 


wide differential will tend to produce drainage. 

So that your position is that no matter what the causes are 
in the Low price in’ ord grade es that caused that 
wide differential, it could be boone about by any factor, 
and then it is necessary to consider that differential and 
reduce the ‘price of "Q" to meet the situation? 

Yes, it might even involve the question of the position of 
Ethyl or the position of tractor fuel. 

So that the question of drainage is only a matter of con- 
sidering whether it will drain if that differential 


PS maintained, iniease it’is draining? 


eiet i8 right. You have not’ only to set back Into consider- 


ing the immediate and direct past but also the immediate 
future and what the company is looking towards in the 
ultimate future. 

MR. FRAWLEY: Then, Dr. Frey, would you say 
something about integrction in the oil industry, please? 

Mr. Frawley, I made some statements concerning integration 
in my general statement and I am prepared to answer questions 


on integration. I heave not thought of any particular develonment. 


_is there anything I can answer. about it? I would 


rather discuss what the nature of the integration was and 
the variety of integration in my general statement. 
It is true you did say something. It was the Chairman 


who brought it up again, I believe. 


THE CHAIRMAN: XY was concerned with the, not 


with you going over what you had discussed - but I was 
concerned with one problem that has been put forward before 
us, and that was that the integrated company was always 


in a safe position. If it did not make money in producing 
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they made money by refining, and if they did not make it 

in refining they made it in marketing, and so their position 
should be considered as a thing apart from anyone not 
engaged but in ‘the one operation. That has been suggested 
in evidence and I just wanted the benefit of your views 

about it? 

It seems to me that that carries with it the supposition 

that the management of integrated companies will always be 
better than the management of non-integrated companies. 

Now, « well maneged integratcd company is in 4 Cepia d 
better position than e poorly managed integrated company 

or ina better position than a poorly non-integrated company, 
but on the other hand the mere fact of integration is not 
Proof positive of better management. There are integrated 
Pecntes in production and they are doing a very good job 
and there are some that are doing a pretty bad job. For 
gustance, the week before I left Washington the President 

of a.certain well known integrated company made the statement 
jthat their production business was in the red but their 
‘|marketing business was excellent. That is just about the 
Opposite of what you usually hear. You usually hear olaims 
to the effect that Meeraeoeea vad companies are very 
successful people in production but they are rotten marketers 
and that they are taking a loss in marketing. Think ie 
generalization is very dangerous because you are not 

getting full effect of all of the facts. There are companies 
in production that have been highly successful and I think 
that any of us who are well acquainted with the industry 
coulé name many producers that are not integrated that are 


in © very successful position. ‘There are refiners that in 
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one yeriod or another have been in a good position. I will 
say that refiners in the United States for the past couple 

of years have not been in a very profitable position. 

The same applies to marketers. it is not the degree of 

integration, it is how successful ee TE ianeeaameee 

that. counts, whether they are integrated or non-integrated. 

Now, if a company, an integrated company is ina TOON 

of producing a large quantity of crude, a large percentage 

of its crude at a low out-of-pocket cost and then assume 

that that same-company has avvery efficient refinery and 

its market is located well with respect to the crude oil 

and the refinery, a nicely balanced operation in other words 
that company of that type can weather a much more severe 
storm than some companies that are not as well located and 
Nee: operating 1s efficiently as individual companies 

ts each one of the particular branches. But there is no 
Pe ackaies in the United States that a profit in production 
Wid Tesult in a orofit in marketing, hor that a prorat in 
marketing will result in a profit in production; nor 

that a profit in refining will find any refleetion in 
either of the other two branches. So that from time to 
time we find companies that are more favourably located 
or more favourably situated in the matter of profit than 
others and the matter of integration in and of itself is 
not necessarily a solution to the difficulties that the 
industry may be experiencing at any given mement. We have 
very efficient integrated marketers. We have very efficient 
non-integrated marketers, and the same applies for each of 
the other branches. Even to pipe lines, which for some 


reason or another it is often assumed that we have nothing 


but integrated companies in pipe line operation. As 4 
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matter of fact, there are very few refiners in the Mid- 
Continent, even among the smaller ones,that do not have 
some pipe line. They may not have much production, they 
may have no production, but they may have collecting lines 
and it sort of averages them out with the other companies 
iy their Operation. Ido not feel that integration igs 
exactly the solution. There was a period in the history 
of the commercial organization in the United States when 
it was assumed, I think falsely, that all you had to do 
was to consolidate, integrate, and the rest of the problem 
was solved. Much depends upon whether the integration is 
vertical or horizontal. As a general class, vertical 
integration is more successful than horizontal, but not 
Hhecessarily so. There are exceptions to that and there 
‘is nothing proof positive in integration as far as profits 
are concerned. The very same gentleman who testified as 
to the non-profit position in their production department 
a few weeks ago, told me in 1935 that there was no room 
in the petroleum industry for anything but an integrated 
company. I said "That is perfectly all right, Mr. S5o-and-sSo, 
as you now stand, but you might not be in that position 
in a few years." I am not gloating, but it did give 
me some satisfaction that my observation in 1935 has proven 
fo be the case in 1959. Tt does not follow. It all 
depends upon the pponead of the company in each one of 
its operations. But to think that a company loan be 
grossly inefficient in one and mak@ up the profits in another, 
that is just sure death ultimately because one of the 
branches is going to catch up in the course of time and 


the company will stumble over that kind of a situation. 
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An integrated company to be successful must be careful in 
all of its branches. It cannot let one branch carry on 
the whole business. 

Q MR. COMMISSIONER LIPSETT: I think, Dr. Frey, that, perhaps, 

; Mr. Frawley’s note about integrated companies was siteea 

| by a Question that T-put to you algo. I think one of the 
things you said might make a Government interested in the | 
operations of a company would be if the profits were 
considered to be so excessive that the Government should 
take a hand and look into it? 

A YOSyOb7. 

And I think I asked you in considering that question whether 
one SOHTe take the whole operation of an integrated company 
in considering whether the profits were reasonable or were 
excessive and consider what they were making first of all 
On production at the field, price and then their profit on 
the refining and marketing and take that bird's-eye view 

of the whole picture? 

A Yes. I think that I expressed the point of view at the 
time that Mr. Cottle and 1 were developing this marketing 
situation that an integrated company is an entity and the 
distinction between the various operations is a matter of 
company control, and that the total oper:.tion of the 
company should be considered in dealing with the profit 

position. That che company itself sets up an accounting 
feetentin onder to test its operations. If: it 48:8 wise 
company it knows that it must work for efficiency everywhere 
and the only way that it has of checking on its operations 
is to set up arbitrary accounts, even arbitrary geographical 


division in order tu run a check on its operations. in 
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Dr. J. W. Frey. 
that way instead of guessing as to what it is doing it may 
have a more positive opinion through the operation of its 
accounting system. ‘But ultimately the profit position 
expresses itself as to the sum total of the operations of 
the corporation. 
Yes. Well now, I take it, Dr. Frey, as meaning if you 
have complete integration and one company dia producing and 
another did refining and another did marketing, all con- 
trolled by a head company, that the whole operation should 
be considered as one for the purposes of considering whether 
profits are reasonable or so great that the Government 
should consider interference? 
es) ie only make one exception to that, and that is for 
the purposes of taxes. 
Yes? 
In order to prevent losses from one department off-setting 
the prorits.in another in the matter of taxes. I. the 
United States as far as Federal taxes are coneerned, they 
have to be set up independently in the accounting, that is 
in each one of the divisions, to each one of the companies 
of the holding company. ‘Jhether that is an integrated 
company or whether it simply represents one branch of the 
operation. It may be, for instance, the holding company 
is a composite of a number of integrated companies or it 
may be a production company or pipe line company or a 
refining company and so on. In any event, from the 
standpoint of corporation profits, the holding company must 
distinguish between its subsidiaries in reporting its 
profits, so that the income tax, or the corporation tax 


will not be negatived out by the company that is not success- 
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DP. Ua We Prey. 
Well now, Dr. Hrey, just dealing with that and following 
that up. I understand the position where it is 100% 
integrated? 
No, there is no such thing, to begin with. As I say, that 
is a theory. There is no such thing as a 100% integration. 
You mean, Doctor, that they buy some crude from outside? 
They buy some crude from someone or someone dues gome 
refining for them or they do not market entirely. There is 
no 100% integrated company. 
That is not quite what 1 mean. What I was referring to was 
where the parent company owned 100% of these various 
subsidiary companies? 
Yes, Sir. 
And I think - got your view as to that? 
eS. 
Supposing that the parent company instead of owning 100% 
Or these ‘cupsidiary integrated companies, Supnosing they 
Owned only 7O or 75 or some percentage like that of the 
Subsidiary companies, although they completely controlled 


H 


it, but they did not actually own it all. Should the 
game principles be applied that you are looking at their | 
complete cperations tc see whether they are fair to tne 
PapLieg oY Tot? 

Yes, I think so. Aftcr all, regardless of the percentage 
Pornea. that ony poing to reflect iteclf in the promis 
position in the ratio of the ownership. Take, for instance, 
the Standard of New Jersey does not own the mumble Oil & 
Refining 100% but it owns a certain large percentage of it. 
Now, that percentage that is eontributed to the holding 


company, the Standard of New Jersey, has to be taken into 


account in considering the total profit position of the 
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Jersey company regardless of the fact there is an element 


there that the Jersey company draws no profit on it all. 


It comes to this then, that if you made up your mind that 


there was something was improper or was unfair tn the public 
and that interference was necessary, there would not be any 
detriment by reason of the fact that ownership was only 
VOpmnatesdeoty «100%... Lutake it? 

So, do nmotuthink.so. 

7% isva purely hypothetical question I am putting to, you, 
and you understand that I am not suggesting anything of 

the sort, but I just want to get your idea of what we 

should consider? 

HO”, (Lathinksa eorporation, should be. dealt with as a whole 
and the problem is complicated by the fact that there cre 
various elements of that company in its integrated ramifica- 
tions might conflict with or harmonize with the non- 
integrated company operations of independent producers, 


refiners or marketers. 


Just one other question I wanted to ask you with reference 
to this discussion of what has been called free delivery A 
to farmers? | 
ROS gaits. 

Just to take from the point of view of what the farmer gets, 
not what the company pays or what the commission agent gets 
or pays. But from the point of view of the farmer. As I 
understand it, a farmer comes into an agent's place of 
business? 

Yes. 

And he gets some gasoline? 

VEG IHOLD «, 


The next time he comes in or the next time he wants that 
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Dr. J. W. Frey. 


gasoline, instead of coming in he gets it delivered 10 miles 
out in the country. Now, is that a correct way of doing 
business? That is to say, is he not on the second occasion 
getting what is described as free delivery as compared with 
the price that he could buy it at if he comes into the 
agent's? 

A In the individual operations it might appear that he is 
being favoured more in the one instance than in the other. 
But I think we have to regard it in the total operation 
as to how much service he gets at one period as compared 
with another. It is one of those things in which a merchant 
hag. to average things the best he can. I feel, for instance, 
that in my merchandising experience that, let us say, one 
customer acccpts the goods that I have and another customer 
does not accept the goods that I have but says "Oannot you 
do something better for me?" I am anxious to please my 
Gugtomer, so I say "Well, I will do the best 1 can for you 
and I am going into the Central market next week and you 
tell me just what you want and I will try and find it.” 

Now, quite obviously I have performed much more of a service 
for the mar who was not satisfied with what I had than for 
the man who acecpted from my shelves. And yet I can hardly 
afford to charge the man who wanted the something different 
for the special service that I gave him because, in t he 

ieee run my trade with him is going to average out, and I 

dia not do that to make a profit on that particular operation 
alone. I did it because his good-will was worth something 

to me and I would rather give him the service and charge him 
nothing special for it, knowing .that the next time he comes 


in he will feel better towards me and he may accept the 


ely Be cg: Aoewwes 
Pebiae shen oe Ae ep sore ae et 


MW We ahep me ensimaelih poe ae a 
i ; F co ay i rt ? ¥ i a / ' 
fish, alge Reise DPE aL. RE Gl 


at cote Lt hie i ae ‘ad ay Aga, * fy “ “ 


oe v : i | | 
Maar SAT Pak CUT, aastaideind al 0, = « ast | 
eal Raed O.. 8 
AOEAD as 
ie ae mee soit! to: oni ote 
pXe RG ate: Gd sank) - ahs ah faoe, nite pen “a " . 


Sen rd 


t eT oe a; ‘ ; 1 ge ey * : ait 
ry ops eee EE: ay Re. Seem, & ro bac cee 


Sy ne Had. te ty ners "g ik eis a ae hiely. i wy vi see os AL ow 
os it Ne aaa ie Ca sana veut omg 


' 
4 ag, Sy aes a te | gry x 
eee i Shee ee ened X, penotwdo 


Epes The ee sohae peutabten, hoa; Raw odw: ot ad 
| iy elite Ma GT bedoaun is coe | 
AMES Lb yu itienor, Sam sei: te cana, | 
ios pain trite sere eee 


ae, ~ eee Pet aoe et 


é rye hd ah dant : 
yt Sens) a! MY 


' Se eR ey ae 
ae H a GU ROAR ER SE DB. AG, 


PARRA Sun a tiene: 
- aareaiaraey TP Ang hy Abie: 
atid PRE ee DOG ymeE 

| ack ae Seas BL; 40 2epihy Babel at Eat | 
ct baR. (Pens. Kamau, Agate kd " 


-15,998- 
Drs 3. W. "Frey. 
‘thing that I have. I think that all of us who are in 
business are Wee asthe out these conditions as we go along. 
So that the farmer who comes in and takes delivery just 
because he happens to be in town on Saturday is given some 
service maybe a month Later at a time when he is in a great 
Push fOr two or three drums of gasoline. And I think thet 
we want a little flexibility in our dealings so that we can 
adjust ourselves. to..the- demands of the trade. 
Well, in Sither case,Dr. Frey, either in the case where you 
20 in ena fer Other different goods for your ‘custemer or 
in the second case where a commodity is sent out to the 
farmer on the second occasion, in either case is not that 
Sdaqiylonel service given to him free, whether 1t.is 
creating good-will or for other reusons? 
Well, it averages out. 
Yes? | 
I Seay val it free service when I do the buying and give him 
the benefit of the special merchandise without additional 
cost, that is, he buys this special shirt or whatever it 
happens to be, at the same price ed he would buy some other 
shirt which is in my stock. 
I Suppose ei would say it was not quite free because you 
might not sell a shirt to him at all? 
i might lose him. 
You might lose him for that sale but you effected the sale 
and whatever profit you got out of it by giving him t™> 
service? 
in fact when I get rignt down to it I am being 


Yes 
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accommodating because it pays me to be accommodating arm 
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I am accommodating because I am afraid of losing. I do not 
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Ors o.; Ws Frey. 
want to have the burden of trying to recapture that man's 
faith in my buSiness. SO that the thing averages out. 
I can conceive of a set-up, a situation in which you say 
that there will only be one situation and that situation is 
that every farmer must some and get his own gasuline, aud 
that is the only way of doing it. 
Q And bring the agent close enough to make it reasonable for 
him to come and take delivery? 
A Yes. In fact, I know of places down in Kangas where 
elevator compamies are not trying to make any money on 
waeoline and charge half a cent over their laid in cost to 
the farmers who come in and vet the gasoline. Now, the 
soomers 1 gasoline, or anything else as far as that is 
concerned, they could not get by on that. But they are not 
merchants of petroleum products. All they are is forcing 
a competitive situation against certain other types of 
elevators that they do not want to have gain ground in that 
particular area. So it really is not fair competition. 
But it is simply an arbitrary figure of half a cent plus 
and "Come and get it." Now, I think that if that rule were 
applied in Alberta there definitely would be periods in 
which the consumers ene be at a disadvantage, probably a 
D paantane at Bees meet important time in the year to thom. 
Q ae take it if two farmers living 10 miles away each from 
the agent. Farmer A comes into town and gets the 
gasoline at the. tank. Farmer 8 telephones for about 50 gallons 
or whatever it is, to be sent out to him 10 miles away. 
Both pay the same price? 
A Yes, Sir. 


It does look in that case as if the man who gets it sent out 


J 5 1 7 ' "| ee a er 
it Wy ' ' \. OR 
pany echo th vin ila GIN so | hh al 


re 


no 


ei te Stata on 
Eee @emadews 
Wee CR RE Blok: 
Od. o Liggomaas. 7 h & 
fe we ee 
+ te at ate wean s, He omen 0 a 
ei Moh eA a fae is. ie wittwe, ” ax hi 
Pom Oth yode pie Me has os ai - - oa 8, 
“iy EG! el ee seach th REDON, minds vee ae 
ee  dankoss son fiousta 


tedd 1d bho dita ove aa oe en, an, wea rae 
| id awe fe ak ak eae 


= Pas : 4) by Lae 
i ~s% ba - 


<M 
Bi BHT oY patie ‘ enaih 


a i Dl Mo ee Les adil 


& ink L em tia siti aah £ te ie “ 
ee de ot ey Orth amet fusing | 


: ; nine aa 
te ‘el. eee tie ss) ify he aT ae ot toed 


el 
io Ps 
ry 


te 
iste i eB 


: ise | 


ent ios Baan asot ot: 
mete me o6e THD sanony aie) g | 
Yaes soften OF Wk. G2 a8 #098 ad ot 


ke ten 2: ston aie aon oat Te Om Baee. 1 foo Bk 


| iti d 


nay; Bey 


T-4 
14 


-15,100- 
Dr. J. W. Frey. 


10 miles «way is setting something done without any additional 
charge? 

Yes, it looks that way. 

Whether you call it free delivery or not? 

Yes, in that individual transaction it does look that way. 
It is the same thing ina store. If you go into the 
Hudson's Bay. store_and buy a blanket, if you pick it up and 
carry ‘1 oat you pay the same price as though you have it 
delivered. If you pay cash you pay the same price as though 
you had it charged. Now, of course, that is all averaged 
out. Now, on the face of it it looks as though the man who 
Was dealing Tor credit is dealing at the expense of. the 
purchaser for cash and it also looks as though the man who 
receives delivery is working at the expense of the man who 
picks up the blanket and totes it home. “o that the reason 
it does not work out that way is that it is the sum total 

of the business that the company can accumulate by the 
diverse methods that affects their cost and consequently 

has some influence on their vrice policies. 

I suppose, Dr. Frey, whatever view one takes of the different 
questions as it affects the farmer, whether it is free 
delivery or not, that should be kept quite distinet from 

the other question as to whether. this company pays the 
delivery by this cent or whether that one cent that they 
give the agent only does a part of the delivery and the 
agent himself pays part of it. The two questions are quite 
distinct? 


Yes, I feel they are quite distinct. 


Thank you. 
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THE CHAIRMAN: Mr. Frawley? 


aoe 


MR. FRAWL:Y: ; De you think, Doctor Frey, 
juSt following up what Mr. Commissioner Lipsett said, ana 
I was going to esk you about this later on and I could, of 
course, but it seems to me, listening to what Mr. Miller 
said, we were getting pretty close to a reesonable suggestion 
that e distinction be drawn and thet the Company be requested 
to post two prices et their commission point, one for delivery 
to the farmer and one when the farmer comes in and carries 
it away, a cash and carry price, I mean Mr. Miller makes that 
distinction, he thinks there is a different transaction when 
the farmer does not ask for delivery. I agree it is all the | / 
same to the farmer but Mr. Miller's arrangement with his 
agent is a different one. 
A His arrangement is different, that is true. 
Thet is quite true? 
“A Yesi I think we would have to examine the nature of his 
arrangement in order to meke a cleer~ecut distinction, 
9 Now Keeping to his pe panaenaut then, do you think it would 
be epproaching it, if Mr. Miller were expected to post 
two prices, one a delivery on the farm end the other e 
| delivery at the warehouse? 
4 Well I would say thet if for any one who has arrived at 
the philosophy which Mr. Miller hag, thet it would be quite 


teeree) to distinguish; on the other hand I would say to | 
! . 


anyone who has arrived et it by the way Mr. Helverson has, 

thet it would be quite herd. \ | 

Q | Mr. Helverson has adopted the principle which lies in the 
incident you gave of the person going into the Hudson's Bay 


and buying a blanket and taking it home, thet he does not 
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dc any better than the man who buys a blanket and asks for 

it to be delivered out to the edge of the City? 

Yese 

And you say that has to average out? 

Yes, I do not suy that either one is right or either one is 
wrong but Mr. Miller has a Shorter distance to go than 

Mr. Halverson, in trying to draw a Line between the transactions. 
Mr. Miller has, do you think if there was a wido-spread feel- 
ing on the part of the farmers, that they would be prepared 
to give up this alleged free delivery and that they weuld 
endeavor to so arrange their visits to the marketing point 
that they could find it convenient and not too costly to 
take delivery of their goods as needed, as they had to do 
with respect to almost everything else, I suggest? 

YeSe 

Do you think that if they had an inducement to abolish this 


very fine system to them, without any expense, do you think 


that that would be an unfesir thing to suggest to Mre Halverson, 


that he rearrange his part of the business, possibly, as the 
farmer would be expected to rearrange his part of it --- 

It seems to me that there is a mutuality there which is 

hard to break. T can see very well that if there were a 
strong urge on the part of the farmers to abcncon delivery 

by the ofl companies, that there might be within that, some 
possible ficxibility, not necessarily a cent, it might be 

a half a cent, within that commission or whatever it happened | 
tu work out at, by which, in which there might be a change | 
but I think that that would have to come as a definite urge 


on the part of the farmers, that they eonsidered that this 
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free delivery or sc-called free delivery is nonsense. 

Of course they would not do it, you certainly would not 

get the urge unless there wore some guid pro quo? 

There would have to be Some quid pro quo but I am not, I 

do not know that we can come to any conclusion as to how 
much there is tn play with in there because it depends upon 
the local situation so much, what percentage of the time or 
what percentage of the cost of the trucks can be charged 
against the easoline business aS compared with the other 
miscellaneous business in which that trucker is engaged. 

It seems to me that it would vary consideratly from place 
to place and I think that this system which has developed 
is probably a compromise in an attempt to balance things here 
and there. 


Yes? 


4nd does not represent necessarily the best possible deal 
for each and every commission agent. 

There sppears to be something anomalous in it, Mr. Plotkins 
tells us the history of how it grew up, if we are to believo 
Mr. Plotkins, it was almost foreed upon the farmer and he 
would have, he would have been forced into that position, 
there is something in that history of the growth of it, is 
there not? 

Forced on him? 

Yes, I mean he had that, it was offered to him, not foreed 
on him but it was offered to him and when you offer a man 
somo thing for nothing, he is not going to refuse? 

I do not think he expected it béeruse it was some thing 

for nothing, within the peeulinr mechanism within whith he 


WAS. opcrating, it seemed to be an important and worth while 


ne iu spe sain £ be 


J y / 
7 ee ? fi dda Bg 
: , 
ny, Py hi, pes 
ao ty) SORE SEY hs 
sate ‘Sah ‘ ie, 
t ey TON paneer i 
‘ i 
ae Pa 4 aes 1 nm, 
- tae oF } k's ~ | . 
' chem Mh Ni 
| ‘3 
‘ . oh 
ey wid > 
ye Sig ero oS WR ed gal Sas 
a ee : Bea) fe 
; 
| See pete eae eee 
cS Same EO. ol yee 
Dae ie Patron th AWE or 
ty 
L + 
Hd O'S 
, i 
Eevee rhs an rm 
Hl Bis 
% $4 ry Hy a! | 
ke sh by Be Y ae J Be ee i Ld 
| PGS eR oH Hee 
: ; i 
i 
' j hs 
oh State res Wy ithe ) ie 
rk es o £ MOA Es RINSE RUD cate big 5 
. eo is a) eu Be inc aim ald Ae 
| o Waite eo 
| 
Fr 
iP 
- ae, ; 
i) fa f° L: * 
Ye is cA NS aL 
MS iy eed aud 
< , ” 
| 
| 
. 
fl : 
' any 4 
f 4 ibe tr a Re Tee . 
we Badd ane lent i be teak ea ars a 
| ah a a A ae Rs 
\ nS 
; re a! Wi i y 
~] =. a) I 3 y 5 
| . Bt iy) eines bl ; 7h ete 
1 
} r ane 
“4 Te i hela Elen = 
Dk RMR | leet See ne) 
yee Pel ade > Rh Y Me as s 
: k PtH 
i * 
\ 


+ é 


OL Ph ee, Coa ‘gine se ‘e50dh sah ate tt  sabseoroe 


7. ice f 
Boe “ee + t Feats aet Abad: 
ve Hut a “4 
stg 
~ i) j y uae Ty f 
ve we * dw 
ie re ea) MRA nh ma 
| i ‘ “ti - . ' 
fp £, MRay TS de 
Vi be es hale a 
, , e 
alt 
Wr P| i, 
ae oy Ps Le ears be’, 
Reig a lie Ea 
ae 7 


yi ’ 
ai ’ a a 4 fe ee er < “e¢ Dagny 

f ' <r ‘Hy see PC ae ee we ? 
te Pa. ties PeeeeL. fe ee | 


wae | Pi 


ee Mm ee id 


a) , ‘a0 hn woe 


to af tt wee ig oth 


eek oe none sid be 


wi an fi face at a anid 
- 89s 2 88 crakear antioe : ae 
3 | Hema, sage 
30te sat oh ew oni 
aie te ait. neat enki dana t sae | 
eno te ee ae ua disown e %. i 


4e: 


: one Pe aboot menengs we 
"sie ae so hea beso sqtave 


oo ad at 
aN yh mony ve ii, 


eerie conn 


sane ce vi a se + me te% 


‘ “hes seine RE: ra at _ ine st 


an 


ay Ni 
5 fe " 


‘Ek 
" Oe ite we u : i 4 


ea 


ei: ‘. 


oe 


¥ 


rail ae 


ete seentnt i 


ie 


_ L 
ass ids + 


Se ri 


4 

Drs J. We. Frey -15,104- 
contribution. 

Q L do not know how far I can carry this, perhaps we must not 
Berry it too far but I think everything the farmer has to buy, 
he has to go for it, he drives to his marketing point and gets 
au. very few things are sold aelivered on the farm -~ that 
is pretty well accepted, is it not? 

S Well IE suppose that is true for groceries and shoes and most 


things like that. Do not agricultural implement dealers 
deliver their implements to the farms? 

@ I suppose they deliver the implements but I have been told 
they certainly do not deliver the parts. 

A | They do not deliver the parts. 

G And in the fall time and the seeding time, one is about as 
important as another, the repair part and the drum of gasoline? | 

4 I suppose that accounts for the interchango between gasoline 
dealers and implement dealers. 

Q Yes, it is that the gasoline drum goes out at the same time 
as the repair parts in many instancos.e 

a Then I suppose that in quite a number of instances large 
Jags of Lumber wreuld be delivered. 

Q Iwas thinking of lumber; fence posts for instances, I do 
not suppose the farmer would get his fence posts delivered 
on tho farm without some charge by the lumber dealer? 

4 I do not know. 

Q Wo are getting into things that i do not know much about 
either, Doctor, so now that is all that arose in this way. 

q Ma JOR EL PSETT: You. do “not Peete Dr. Frey, 
that there is a cent a gallon involved; it may be Lass 
than that? | 

4 It may be less than that. It may be that that cent, if it 


were taken off would involve a reshifting in the different ial 
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between the delivered price of produote because one might 
have to take more expenso Phi ieiiw erimay 
Q The agent in other words might not have 100% or a fair percent- 
age of employment for his trucks, if the farmer delivery 
business was eliminated? 
A Yes, it seems clear that I have switehed around on this point 
of view becauso my first jump at the situstion here was that 
the dolivery mechanism was an extremely clumsy and inadsauate 
mechanism and I will have to admit that I practically reversed 
my position on the matter becsuse I have learned more about 
the economics of the thing and to me it just seemed extremely 
clumsy and wasteful when I came into it and I do not look 

at it that way now because I know the function, I know more 
about the funettion of the persons who were making delivery 
than I did at the outset. It seemed to me at the outset 

that he was a petroleum merchant. He is not that to me mw, 
that 1s partly what he is and we have then the difference 
Letween the straight out and out 100% merchant and a man 

Who is in mixed merchandising. 

Q dnd I suppose there is another point of view, Dr. Frey, from 
the general point of view of economics, it might be more 
economical and more satisfactory for one truck to go out 
and deliver to ten farmers say, Givide that load up 
between them, rather than ton farmers at their own oxpenso 
to come in to the agent and take delivery? 

A Oh, I think on that score that the economics would bea 
definitely in favor of making the multiplo call, that is 
the one truck serving many. | 

8 Yes? 7 
I think that is just like making a trip down town by private 
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automobile or by bus; now in the city one of the things 

woe are facod with all the tiae is the parking problem but 

as people come down town vith ten automobiles one tn a oar, 
the bus may come down with 43. Well, to my way of thinking 
the individual drivers in the automobiles, the private 
automobiles, are performing a very uneconomical service 

except for convenience and the isolation and sn on, if we 

had the spider idea, of the same thing, in order to estape 

the crowd, but in the normal course of events I drop my 

token in the slot beeause I do not have the cost involved 

in the individual vuperstions of the car. 

Yes? 

So I think the same thing applies to this type of delivery, 
the 10 farmers receiving delivery through one truck probably 
are working at a great saving, instead of 10 farmers practically 
coming to town for 10 separate deliveries. 

I suppose that second alternative again Would be subject to 
exceptirnns because porhaps the farmers would be coming in for 
other supplies? 

That is it. 

And it would not be really 10 separate trips, because possibly 
two or three neighbors would get together and do the whole 
Job «£3 one? 

Yes, I fool you would see a very definite shivt hero from 
Season to season, that when vie farmer is fully occupied he 
does not go to town. 

Yes? 

When he is not fully occupied, which incidentally is the period 
in which he is not buying mueh gasoline, he does go to town 
but if he is going to go to town anyway, it really does not 


make much difference whether he takes on a little jag of 
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gasoline or something else. 

Q@ MR. PLOFKINS: One mattor I would like to 

ask you, Dr. Frey, Mr. Frawley « few days ago, mentioned 
the fact that he does not understand why a uniform price 
dnes not exist in the retail, and for thet matter in the 
tank wagon, I would like you to consider, Dr. Frey, that 
in Ggnada under.the Criminal. Code under Soction 498 (a) 
it is unlawful to collectively agree on a price and if 
the conditions that Mr. Frawley would like brought about, 
tho conditions which Mr. Frawley would like tn be brought 
about, they could only be brought about by collective 
agreement and under them circumstanecs would you say that 
the present basis of making prices, takes care of itself 
and reflects the conditions that most pertain. 
MR. FRAWLEY: IT thinkwe should tell 
treerrey that Mr. Plotkins has, I think, given Dr. Frey 
a very skotchy statement with regard tc Soction 498 (2) 
of the Code, 

A My foeling, Mr. Platkins, is --- 

MR. PLOTKINS: E would like Mr. Frawley 
to give us a statement on that. Perhaps I am wrong. 

MR. FRAWLEY: If you want to read the 
section to Dr. Frey, so that Dr. Frey ana the Commission 
may have it, but I think thore is something else there, the 
motive for the egreeing on the price for the purpose of 
getting rid of a competitor. 

MR. PLOTKINS: Tt is to get together and 
Make prices. 

MR. FRAWLEY: I cannot agree with that. 
MR. PIOTKINS: Very well, Dr. Frey, thank 


you. 
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Rs Vs LeSueur 
TH CHALRMAN: Fah be Ne aL hy a0 tf 
MR. MAHAFFY: Before you proceed with 


the next witness, Mr. Cheirman, I would like to correct 
what may be a false impression that I left this morning 
during my examination of Dre Frey. Iwas dealing with 
the possible rccovery from a prlymerization plant in 
Turner Valley, and one of the men sitting in the room 
spoke to we at noon and said that I had made the statement 
that some 70,000 gallons could be recovered from Turner 
Valley gas. 

Thinking back I think I 
did say that but what I intended to suggest to the witness 
and to the Commission was that, according to ny information, 
thers can probably be recovered from polymerization 
plants about 35,00) cubie gallons per day, which when blended 
with natural gasoline and from ordinary run gssoline, would 
produce about 70,000 gallons of first class aviation gasoline. 
I just went to make that correction. 
THE CHAIRMAN: Mr. Frawley? 
MR. FRALEY: All right, Mr. LeSueur. 


RICHARD V. LBSUBUR, having 
boen recalled, examined by Mr. Frawloy, said: 

& MR. FRALEY: | Very well then, Mr. Lesueur, 
if you would deal with such other matters as you want to 
discuss with the Gommission, arising out of Dr. Frey's 
Statements or otherwisc? | 

4 Mr. Chairman, I believe you asked me to deal with the 
question of Conservation and I may say that I have listenod 


With great interest tc Dre Frey's able expusition on 
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Conservation and also to’ the very pertinent questions 
which you put ‘to him. I have written a slight memorandum 
on Conservation which I would be glad to submit. 

THS CHAIRMAN: aes | We would be very glad 

to have it, Mr. LeSueur. 

MR. FRAWLEY: Adve you just using it as 
notes, Mr. LeSueur, or are vou going to file something? 
More or less as notes. 

The dovelopment of 
conservation as applied to crude oil quite evidently received 
its great impotus from the chronic state of over-produe tion 
which has existed in the oil indsutry during the pest ten 
years or SOo There are, however, cortain factors which 
seem tc support the reasonable expectation that theso 
periods of over-production will in the future occur with 
less and less Buequeney and be less and less severe and 
wide-spread in their effects than heretofore. The factors 
which appear to me to make this expectation reasonable are:- 
(1) | The finding of oil in the 
United States is becoming moie difficult as the more obvious 
structures are eliminated and the finding rate of crude dsutside 
the Unitod States is today greater than the finding rate 
within the United: States. Trg estimated reserves of the 
United States at the end of 1938 were about 17,000,000, 000 
barrels and the ostimated foreign reserves at the same dato 
were 21,400,000,U00 barrels. Outside exploration is in 
an earlier stage than American exploration and outside 
reserves have increased nearly 100% during the past five 
years as contracted with about 50% inereese in United States 


reserves in thes same period. However, the new foreign 
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fields usually cover large areas and can only be explored 

and developed by companies with large resources. They are 
generally operated on a unit basis and the balanco of world 
supply and world market demand is closely watched. 

(2) within the United States 

the oil industry is fully alive to the advantage of storage 
underground and there has been a marked trend in recent 

years by the major companies to increase reserves more 
rapidly than production. For example, eleven major 
companies from January 1, 1943, to January 1, 1959, inereased 
their reserves 86.41%, or an average of 14.40% per year, but 
durine the same poriod only inereased their production 11.98%, 
or an inerease of 1.2% per year. On the one hand economic 
forces necessarily set some Limit to this building up of 
reserves, for the carrying of reserves involves heavy expend- 
itures in finding, in exploratory work, in yearly lease 
rentals and in general carrying charges, but on the other 
hand the tremendous investment already in the industry, 

its importance in our industrial set-up, the progressively 
increasing demand for oil and its widening application make 
the providing of large future reserves = necessity which 
cannot be avoided. 

(3) The trend evidenced by the 
Connolly act and the Inter-State oil Fact towards closer 
Co-operation between the Oil producing States in the matter 
of conservation and the natural and logical trend of making 
conservation more offective by a wider end more uniform 


application of its principles, possibly through some ¢entral 


Fedoral agency. 


The so-called "rule of 


capture" is generally regarded as the "bad boy" of tho 
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Arbds production industry. it is in reality largely a 
recognition of certain facts:- 
iy) | The physical fact that 
oil and gas are of a fluid nature, found compressed into 
closures under extremely high pressures and therefore 
subject to ready migration tv points of lower preseure.e 
(2 ) The fact that the best 
petroleum engineers cannot astimate with even any approach 
to accur.cy the portion of the oil or gas content which 
Should be allocated to the different divisions of the 
surface over-lying the pool, until reasonably full knowledge 
of the pcol has been obtained. 
(3) The fact that in practice, 
and allowing for a regard to proper economies, this knowledge 
of the field eannot bs obtainec until a great deel of drilling 
has been done and a considerable amount of the pool content 
extracted, and even then the conclusions must be varied and 
adjusted from time to time as more and more knowledge of the 
field is obtained. 

These are facts which 
exist whether the field is in a country governed by the 
Anglo-Saxon system ur in a country governed by the Spanish 
or Civil Law or any other system that we know of. The so- 
called "rule of captuve", in my opinion, exists wherever 
the surface over-lying a pool is subject to divided owner- 
ship. 

The foreign fields, however, 


have enabled the cil industry to make various tests of the 


benefits of unit operation. Frequently, in the foreign 


Gountries where oil deposits appeer to exist, these 


possibilities are found in sections very sparsely inhabited 
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or not inhabited at all, difficult of access and devoid 

of roads or other means of transportation, practically 

ina virginal state, and hence the anterprise undertaking 
their exploration and exploitation requires a large area 

to test out and a long-term concession in order to warrant 
the expenditures necessary to explore and exploit the 
areae This usually results in the one enterprise having 
control of a whole field, The unit operation of such oil 
field has, without doubt, proved to be the ideal way of 
operating» The operator can usually undertake end complete 
all the exploratory work which he considers necessary before 
formulating his plans for exploitation. He can adopt a 
plan of well spacing which appears to fit his particular 
field, can conduct his production operations in the manner 
which will give him the cheapest ~ecovery and the maximum 
ultimate recovery and can utilize the most modern methods 

of pressure maintenance for the benefit of the field as 

@ whole, all subject to the constant supervision of 
efficient geologists amd petroleum engineers. que lly 
important, he can adjust and..re-cdjust his pln of opertions 
from time to time as his constantly growing knowledge of 

the characteristics and conditions of the field may warrant 
and he ean drill up that field as rapidly or as slowly as 

the market demand for his brand of oil warrantss 


There are also occasions 


when two or three producers control the surfece over-lying 


the same crude structure. In such cases the conclusion 


of a voluntary agreement for unit operation is quite 


possible but not easye assuming that these produc ers 


are companies with large resources and wide experience and 
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that they appreciate the mutual benefits to pe derived 

from unit operation and from division of risk. it the 
field is in an early Sarees stage, I imagine the 
division of the expense of surface geologizing, cf the 
geophysical work and of the first exploratory wells would 
probably be divided according to acreage held but when the 
exploratory work has made possible some approximation of 
the under-lying reserves, the division of burden and benefit 
would probably be based on reserves, but such an agreement 
must be very flexible, As the field is developed, the 
estimates of reserves vary from year to year and from 
section to section and the agreement must be varied accord- 
ingly. Further, while the field would never be produced 
beyond the maximum set by efficient operation, one company 
may, for its refinery requirements, want a greater measure 
of production than the other companies interested and 

hence some formula has to be worked out whereby the desires 
sf the three companies can be met, and these proportions 
again vary from year to year and require flexibility is 

the arrangement. Therefore a uniform system of accounting 
is also quite essential. From these brief outlines, it 

is Eidant that to make a unit operetion just and workable, 
even amongst tivo or three large companies with large resources 
the executives of those companies must approach the problem 
in a very broad, very considerate and very far-sighted 
attitude and must be prepared to revise their agreements 
from time to time on the same corsider:te,far-sighted basise 

With the difficulties 

attendant on 4a voluntary agreement for unit operation 


betwoen two or three large companies as outlined above, it 
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becomes evident that where there are a large number 

of producers the difficulties of a voluntary agreement 
for unit operation become almost insurmountable. ‘vith 
the surface over-lying the pool divided among a large 
number of producers, you have not only the interests 
of these various producers but the interests of a 


large number of royélty owners with varying royalties, 
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The proportionate value of the pool sllocable to each 
surface owner end to each royalty owner cennot be estim- 
ated with eny epproach to accuracy by the best petroleum 
engineer end the producer end royelty owner naturelly hes 
an estimate of the velue allocable to his particular prop- 
erty very different from the estimete of any other party 
in the field. This is quite understandable as we must remem- 
ber thet 2ach field differs from every other field, thet dif- 
ferent sections of the same field usually vary from other 
sections end, in fact, thet sach well has its own individual 
characteristics aid must be studied individuelly for effic- 
Pent operation. 

PY nmlenty sey thet tier rs 
Perticulerly the cese-ih limestone fields, Further, pressure 
MPeziveinence by re-presburing or by water driv: or other- 
Wise seldom affects more then one section of the field and 
then does not affect the individuel wells in thet field 
uniformly. Hence the allccetion of its costs end its 
Penetits to the individ.ic} wells is extremely difficult. 
Further, as the field develops end more knowledge of it 


is obtained, estimates end norms muct be edjusted and then 


re-adjucstec from time to time. Any agresment for satisfactory 


unit operation must be flexidle. These difficulties, to my 


mind, make voluntary agreement for unit operation amongst 


@ large number of producers and royalty owners practicelly 


impossible end, even if worked out, extremely difficult 


of satisfectory reslization end enforcement. 


we todey have conservetion as 


a measure of approximetion towards unit operation. In 


i é he 1 Lets of 
general, it may be seid thet the Conservetion Ac 
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(t) & definition of iwaste surTiciently broed. to) cover 
conservation of reservoir energy end in most instances 
sufficiently brosd to cover the production of oil in 
excess of market demand. 
(2) A prohibition of ell weste, 
(3) Provisions for notice to ‘parties affected to enable 
e full hearing of their contentions and with the 
right of appeal to ea higher court. 
Conservetion is at present 
administered by esch State of the Union independently of 
the other Stetes. As an abstract matter and apert from 
constitutional and other difficulties, local or otherwise, 
with which I am not femilier, it would be logicel to 
expect thet conservetion, assuming it has produced mat- 
Serra. Deer ts, Would produce greater and ‘more: equals bene- 
eres IF LG had a nation-wide end uniform application. 
Conservation hes two schools 
OF thought “one cleimine that scientific, efficient production 
Piouia ve the determining principle snd that, if efficient 
production ausiwe's the supply to e point where it dogs 
not satisfy the demand, this deficit should be made up by 
more intensive processing or by the impcerting vf additional 
supplies of crude or by restricting sales of crude intend- 
ed for inferior uses and thet in case it results in an 


excess of production over the demand, thet should be taken 


care of by exporting more oil or by obteining @ wider use 


or new uses for oil. Another school is of the opinion 


that production either evove or below current requirements 


constitutes economic weste end thet the determining factor in 


conservation should be keeping the supply in equilibrium 


with the market demand. we should remember however, that 


i } inci: ¢ d tha 
the gensrel objective of both principles is economic an hat 
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the situations as they erise from dey to day must be 
judged on their verious factors which enter into them 
finally from the economic standpoint, possibly with some 
| compromise between these two principles. The result may 
not be perfect end it may not be strictly logical in a 
theoretical sense but I expect it would eccomplish the 
best belence of the equities existing in the particular 
Situetion. 
oT ner: Valley, emia 
the opinion that conservation hes served a useful and bene- 
ficial purpose, thet even with the finding of a new markets 
as neerly es possibly concurrently with, and commensurate 
to, the increese in production, the development of Turner 
Werley could not have proce3ded in es orderly a manner as 
it has without the prorating resulting from conservation. 
Ponmeervation elso is, I believe, bringing more scientific 
methods into the development of Turnsr Velley and the system, 
resulting from conservetion, of periodically ascertaining 
Bas-oil ratios end bottom hole pressures end of insisting on 
Well spacing, i.e., one well to seach 40 acres, is good oper- 
ating practice and will produce meterisl benefits to everybody. 
The functioning of the Conservetion Board *s now carried 
On elso permits of thet most important element of flex- 
ibility. I believe that the Congervation Boerd as well as 
the other engineers in the Velley recognize that it is not 
yet pocsible to precisely determine whet will prove to be 
the most economicel rate of withdrawal, or the correct 
ges-oil retio of production, or whet emount of back pressure 


on the wells will prove most beneficial, or whet amount 


and whet menner of acidizing will result in the optimum 


recovery of oil, and these matters have to be studied as 
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the history of the field develops and changed and adjusted 
from time 20 time as increesing knowledge warrants. Frenk 
discussien and consultation are, in our Opinion, always 
desireble end helpful end we commend the growing tendency 
towards discussions between the Conservation Board engineers 
and thore of the various compenies operating in Turner 
Valley, before the issuence of orders dealing with matters 
such es I have just mentioned, which we feel will produce 
beneficial results, not only in securing a sounder mnelusion 
but in establishing a closer relationship between ell parties 
inthe operation of the field. 

THE CHAIRMAN: Any questions? 

MR. CAMPBELL: In view of that very excellent 
presentetion, is it your opinion that there should be a 
Federel law whereby the oil resources of Caneda should be 
consumed within the Dominion in proportion to their increase 
in production? 

T would not think so Mr. Cempbell. I would hesitate to put 
thet limitation on Cenadian industry. 

T de not mean as a limitetion but perhaps you heave got me 
wrong. I do not meen thet it should not be exported but 


I meen to begin with, do you believe that there should be -- 


you emphasized the idea that the field should be produced 


efficiently end itsproduction should be mede use oF, DS 


you mean it should be mede use of besed on whet the field 


Will produce, within the Dominion? 


You may heve got me wrong. My idea is thet you should have 


That is one principle. Pro-rating 


efficient production. 


is another. But the ultimate objective is economic and 


t -of- ithe ities,in w ing out 
you must heve en adjustment of tne equities,in working ou 


what is your reel and desired economic result. 
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Well then suppose thet this field wo1ld produce we will 

sey 60% of Cenadats requirements two years from now or 
whenever it may be and the rest of the oil will be import- 

ed, would it be your opinion thet thet 60% should be takén 
down there and sold in the Dominion, 

I believe it is purely a question of sconomics. It comes 

down to your marketing fringe and your marketing linits 

which are set Up by your economic principles. 

At the evonomic point you then think it ought tv be done? 

I believe in théet-yes. 

MR. COMMISSIONER LIPSE&TT: You would not go so far as 

to say that should be done either at th: cost of an excessive 
import daty on foreign oil or at a price that would not be 
menomic FO produce it in, Turner Velley. Thcse I take it 
would be the limitations? 

I think the economic basis should govern Mr. Cummissionsr. 
Putting a duty on crude imported into this country is a 

very difficult question beceuse you have supplies at the 
verious points in your Dcminion coming from foreign countries. 
I take it, if I am not interrupting you, that would have to 

be considered as a nationel question rether then as a question 
effecting Turner Valley onty? 

I think thet must necessarily follow yes. 

TH? CHATRMAN: Mr. LeSueur, as you probably 
would have surmised from heering the cross-examination this 
morning it looks es though we were going to hear something 
more ebout the ges-cep and I would like to be sure thet you 


had something to s-y about it too snd it is not all said after 


you are gone. Mr. Mahaffy hes notified us of his intention 


to pursue that end we had arrenged, just es 4 matter of ex- 


pediency and to fit in with Dr. Frey's time, that it should 


come efter such witnesses eS yourself and Dr. Frey and Dr. 
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Brown and the executive officers of the British American 
Oil Company who are here. But just when listening to Mr. 
Mehaffy this morning I wondered if it was not right that 
it should be brought to your notice thet time has been set 
aside for that in case you have something to say ebout it. 
I do not know why Mr. Mahaffy is here so spesmodically. I 


see he is not here now. — But one would expect from his cross- 


exeminetion that at some stage, at some time. he is going to 


say that the interests he represents have not been rroperly 
treated in regard to the gas-cap or that one of your companies 
ts, selling ges in Calgary and it is not being pro-rated, 1 

do not know what he is going to say. I heave no doubt you 

have thought about it and might want to say something, whether 
Dewor et. another time but . did not want to £81) te. bring 

io sue), YOUN. MObIce « 

We have considered it and for some considerscble time. My 

first contact with Turner Valley was in the latter part of 
1933 and from the records and from what I was told at that 
time there had been a great many efforts tc conserve the 

gas. The gas at thet time was being rapidly dissipated and 

the field was being very seriously injured with the r3sult 
anticipated thet the supply for Calgsery would last a very 
short time. In view of the records we had and what I heard 

of the efforts formerly mede, some by the Government and some 
by individuals to get some voluntery system or some legal 
system for conserving the ges end the lack of success with 
which they had all been attended, led us to decide that eae 
only way that we could preserve that supply for Celgery was 
by purchase and by consolidating a certein section of the 
field. It was financially out of the question to conso lidate 


the whole field end we knew thet it would amount to @ very 
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lerge investment and a slow return. But we went ahead 

and we did consolidate the centrel section and the northern 
section of the gas-cap under one ownership. And then we | 
shut in ell of the wells which we estimated were injuring 

the volume of gas content end have since that time operated 
the central and the north part of the field as a unit on a 
unit basis, to the best of our engineers ability . I think’ 
thet I can safely say thet that operetion has been good 

and thet is evidenced by the very low decreese in pressures 
IO Gne NOorgn end centre) part of the field. Those pressures, 
i had a report just the other day, have decreased very little 
Over the years since we did thet and are standing up very 
well. I believe thet according to the estimates of our 
engineers end also the outside engineers who heve gone over 
the field recently, it is estimated we have e supply of gas 
in thet area for about 30 years for the city of Calgary today. 
And todey according to the Conservstion Board we are only 
using in thet north area ebout 9% of our potuntial te 

supply the requirements of the market that we have. That 

is in general the situation, our situetion in the gas-ceén. 

We elso have a south absorption plent end a north absorption 
plant through which we put gas and take out the naturel 
gasoline end also a scrubbing plant in which we scrub all 

the gas before it comes in to the city. with regard to the 
contract we. have with the city, we have hed thet of course 
for some time, since we brought in the original well and 

it was Eee Auhic then to supply neturel gas to Calgery. Thet 


is en exclusive contrect. But we have expressed our posit- 


ion as being quite willing to take any reesonable amount of 
Bas from the south up to their proportions for supplying to 
the city and I believe other rroducers would be quite willing 


to turn in the gas but the difficulty in both cases is to 
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find an economical way of handling it. ‘Whe pressure requir- 
ed by the gas company at the point whare we deliver the £es 
to them, that is et the scrubbing plant,is about 325 pounds, 
Theat is a high pressure and to bring that up from the south 
end of the Valley is, so far as engineers have been able to 
ascertain at the present,imprsecticable from an economic 
standpoint. There have been various methods suggested and I 
believe they are under study now. But really the problem 
is an engineering one to try and handle the gas from ie 
south end economically for delivery to Calgery. On that 

too would depend the question of how to handle the conserv- 
ation angle in the field. I feel thet the Conservetion 
Board are quite willing to give every consideration to 
Pryena Go tne feir thine. But it is ae matter largely in 
engineering and I think of course equitiss have to be teken 
into consideration. You cannot hendle the gas-cap without 
full consideration for the equities and economics. thet is 
a rather rough statement. I may want to add to it after 
looking it over Mr. Chairman. 

THE CHAIRMAN: Mr. Frewley you have telked 
with Mr. Mahaffy and I have not, other then to fix the date 
ee you were present. Is there enything you know of thet 
you should put -- ‘I do not want this to emerge, t et Mr. 
LeSueur goes home and then the Gas and Oil Products comes 

in and they have a story to tell to this Commission - end 
Mr. Halverson and the other officers of the Imperiel Oil 

are not here and the British American officers heve al- 
gone. They may have different views, And while it was all 
right to make e time and give way so far as Gas and Oil 


Products were concerned, we might run into en impasse that 


those who were actively making enswer will never have an 
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opportunity of being heard. And thet is not right. &very- 
thing thet has to be said should be said while Mr. LeSueur 
is here. 

MR. FRAWLEY: I must say I heve had no talk 
with Mr. Mahaffy of any kind to indicate what he was going 
to do. 

THE CHAIRMAN: I thought perhaps he hed out- 
lined his ideas. 

MR. FRAWLEY: No Dut £ just might ask Mr. 
heoucur <= 

THE CHAT RMAN: I wes wondering if it might 
be worth while - I am thinking about your time too Mr. Le- 
Sueur. 

I appreciate thet. 

You have been.very gracious stayine here the length of time 
you have. But we cannot do two things at once Mr. Frawley 
end I wondered if it might not be of value to invite Mr. 
Meheffy to make a statement of what he intends to try to 
establish when his tims does come so Mr. LeSueur might 
think about thet. 

MR. FRAWLEY: Vir, LeSueur is so frank about 
Piece things thet I think it is unfortunete Mr. Mahaffy Is 
not here to explore with Mr. LeSueur in what way, if any, 
at all his compenies interests and Mr. LeSueur'ts companies 
interests conflict or do not conflict. 

THE CHATRMAN: they might be in accord in 
the main if we got down to what it was. But we were told 


something was coming up and I think you should know. 


I appreciate thet. 


THE CHAIRMAN: J think we should sit a little 


later and have Mr. Mahaffy attend and state what he expects 


to establish, whether he fails in that or not. He certainly 
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will have made some submission about it and then thet 

might be given some consideration. 

MR. FRAWLEY: F was thinking of time, 
Perhaps Mr. LeSueur could carry on with Something else 

for a while. 

MR. PLOTKINS: I would like to ask Mr. 
LeSueur a few questions, which will take up the time in 
between. 

MR. FRAWLEY: Mrs Lesuecur hed other Vaines 
he might go on with while I wa» arranging with Mr. Mahaffy 
to b6é here but Mr. Plotkins has something that will take 

up Mr. LeSueur'ts time. 

Toe CHAIRMAN: Just so Mr. LeSueur will not 
feel neglected. 

MR. FRAWLEY: Lie, ie) Lae, 

MR. PLOTKINS: Wr. LeSueur as I understand 

it your company is quite resdy to share the exclusive market 
of the gas you have with the Calgary Gas Company but the 
difficulties are such in an engineering way in the Valley 
thet the average producer that would want to share would 
ppend more money than he would get in return from the péerti- 
Cipation. 

We have offered and publicly stated thet we would accept a 
proportionate amount of the gas from the gas-cap in the south 
but the difficulty is finding an economic way of doing that 
either by ourselves or by the producers. 

Translated into practical everyday languege the present 
situation in Turner Velley is, I think the Commission has 
been advised, at least it was threshed out in front of the 
House, is thet the average participation of those possessing 


gas outside of the Royalite Oil Compeny is so small umd er 
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the present elloweble of the gas, thet where a given 
well might receive #20 cs bie value to your company that 
tt might set on its deliveries to your company but it 
might have to spend 730 to deliver it. so the result is 


Ghat it is not economic, is not that the position? 


Well the position is thet putting in air compressors and 


driving it up tw the scrubbing plant at the pressure re- 
feared to deliver it and to get it through the scrubbing 
plant and deliver it, the cost appears at present, too 


ereat for the return. 
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So that it is a practical impossibility to the indepen- 
dent who takes advantage of your kind offer? 

It does not look feasible at the moment, but I may say 
it is being studied not only by our engineers but I 
believe by the Conservation Board's engineers to see if 
there is any feasible way of doing it. 

It is fair to say that as a natural consequence of your 
exclusive contract with the Gas Company, that your 
revenue in the last few years, as a matter of fact ever 
since the inception of the delivery of gas from Turner 
Valley to the Gas Company, has permitted your company to 
extend its holdings where today you have 71% or there- 
abouts, as Il understand you, of the, of what is known 

as the gas=-cap? 

No, I do not think that is fair. 

You do not think it is fair? 

I think we have put back into the ground in determining 
the gas-cap, which was a physical necessity if Calgary 
was to be continued in its present supply, that we have 
put back into the ground all that we have made out of it 
and the return will be extremely slow. 

Yes, and what you say is while you have derived a esrtain 
revenue from that source, the sale of gas, that you have 
yut it back into the ground to assure yourself of a sup=- 
ply and the return from the entire investment will come 
Over the years? 

Yes, very slowly. 

Yes, but that has permitted you, that situation, es~ 


pecially the agitation and the result of legislation in 
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the last few years, to curtail the production of gas, 
hav permitted you to attain that position? 

No; I ao not ngree. The legislation in the i eeay 
years has not contributed to our being able to do its 
The legislation for conservation was for the purpose 

of endeavouring to accomplish what we finally had to 

do, and we were forced to do that by reason of the 

small wells all through the North and centre, which were 
letting the gas into the air and which was dissipating 
the gas in the field. We had to purchase those and 
most of them we had to shut in and then of course we ad- 
justed our production from one part of the field to the 
other part of the field, so as to keep our pressure 
maintenance more or less even and the result is the 
pressure is going down at a very slow rate. 

And what you are trying to say now is that you have done 
the obvious, you were in a position, you had the market, 
the gas was there, and the problem was to conserve it? 
We did something we were forced to do by the divided 
ownership of the field. We had to reduce it to unit op- 
eration as far as we could. 

That is right. Well now your position in the gas 
picture also has brought you in a competitive position 
with respect to the production of casing and absorption 
Zas? | 

We had two Redd cs plants. 

Yes, and because of the fact that you have the exclusive 
contract, and by the way I am not finding any fault with 


it, it is a fact, and because of the desire of the country 
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3 
to conserve that gas for its citizens, ae restriction 
on it has work for the benefit of your company because 
of the fact that it finds itself with a market? 

4 The restriction has not helped us in the slightest, Lir. 
Plotkins. 

Q The restriction has not helped you, no, I am not suggest= 
ing it has directly but os a natural result of restricting 
the gas to market, to the Gity of Calgary and to whatever 
uses we could make economically of the gas in Turner Valley 
and elsewhere, and because the gas went through your 
serubbing plant and had to be delivered to the City, the 
Calgary Gas Company, at a comparatively high pressure, you 
were enabled to process, through your absorption plant, 
the greater portion of that gas, is that not a fact? 

A No, you put it the wrong way. We followed the general 
principle which Dr. Frey has expressed. We tried to take 
everything out of all the products we handled, as a natter 
of efficiency of operation and in taking the gas we 
naturally took out of it by the absorption plant all the 
absorption plant products, or as you might call it, the 
natural gas gasoline, which is possible, before we sent 
it to the scrubbing plant where of course the sulphur is 
taken out and the gas sent on to the City. 

Q Yes, but we can quite understand what position it places 
other companies in. Now what I want to deal with now, is 

a similar picture which has developed in connection with 

the crude. Now at the present time practically all the 


crude is handled >y, that is produced in Turner Valley, is 


handled by Royalite, is that a fair statement? 
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A Well all the crude, at least « very great portion of 
the crude which is, of Turner Valley, goes through the 
Valley pipeline. 

Q, Yes, and as a matter of actual practice it is the Kkoyalite; 
and the Royalite finds itself in the same position in 
respect of the handling of that crude as if it controlled 
the entire field? 

A No 


Q It has to go through the pipeline? 


h No, very far from that. 

Q Very far from that? 

A Yes, that crude is handled by the pipeline company as a 
public utility under a set rate and for everybody who 
wishes to deliver oil to the pipeline. 

@ But you have said this morning that your company at the 
present time has under contract approximately 70% cf the 
total production of Turner Valley, that is a fact? 

A That is correct. 

Q Now that is approximately the same percentage that you 


have in the gas area? 

4 That happens to be so, yes, but there is not, nothing 
coincident between theme. 

Q No, I do not inply that there is, but we had, in your ex~ 
peri-nee, Mr. LeSuveur, would you say that the dominant 
position of the Imperial Jil as a marketer in this area 
in Western Canada, that the condition that you find it 
from year tc year will parallel that condition that arose 
in the gas-cap; in other words that as the wells decline, 
first, the value for operating purposes beconies less and 

less profitable, andc. gore and nore oF thit fields 


is drilled out by your company, possibly in relation to 
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others or possibly in excess of others, that you will 

end up by controlling the situation in Turner Valley 

the same way as you now control the gas field; in other 
words, where it will not pay anyone else to operate 

the same as today it does not pay anyone else to op« 

erate gas wells for the purpose of selling it to the 
available market, is that a fair conclusion or a fair 
statement of the situation? 

L do not think there is much danger of that, Mr. Plotkins. 
I have no idea that we will wish to purchase the wells in 
Turner Valley. You gust remember that a well in the lime+ 
stone field in Turner Valley produces possibly 50 or 60% 
of the total production which it will produce during its 
life, in the first two years. 

L realize that? 

And as that declines you possibly have to go to pumping 


and your operating expenses increase, so there is no 


attraction in purchasing a well which has had the cream 


$aken out of it. 

Mire LeSueur, is not the pesition in connection with a 
depleted well in the crude oil area exactly the same as 
the position of a depleted well in the gas area, in that 
when it gets to that stage, profitable operation can only 
be brought about by a group? 

No. 

4nd therefore your company being in a position tou group, 
and al~eady doing it in a good nany places for economic 
purposes, that well becomes of ereater value to you as 


part of a group than it would be to an individual who 


eouldn't make it pay? 
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LeSueur 


Well I think the individual, if he had Q proper 
accounting system has provided for his depletion and 
depreciation in the early years of his well aod A igi: a 
think, able to carry on with his well. 

You heard Dr. Frey make the remark that in his exper- 
ience in the Valley, possibly I should not say in 
Turner Valley, somewhere, he made the remark that pro- 
ducers do not know very much about their business, 


didn't keep any records and is that not your experience? 


DRe REY: I didn't make that state~ 
ment 
hike PLOTKINS ; I understood you to say he 


didn*t know very much about his business and did not. keep 


any records. 


Dk. FREY: I didn't make that state- 
ment 
MR. PLOTKINS; Then I will withdraw that, 


I am sorry. 

MRe PLOTKINS: Is it not your experiensve 
that the producer is not in that position, that he does 
not maintain depreciation and=«-=- 

I have had no experience with other producers in the 
metter of their bookkeeping and so on. 

No, but in the matter of their position with yourselves? 
No, I cannot say, I cannot speak about the other producers. 
They will have to speak for themselves. 

You think the average producer will be able to play his 
part in Alberta in developing Turner Valley as well as 
other prospective fields under the present conditions? 


Well he has done so far and he is drilling lots of wild-cat 
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wells today. 
MR. PLOTIINS: Thanks. 
lie FRAWLEY; hits Chairman, iir. liahaffy, 


he is Alderman Mahaffy at the moment and he is in the 
City Hall attending a Council meeting. I got him on the 
phone and had quits a discussion with him and to use his 
own larguage, he is very anxious that I should explain to 
you the fix that he is in. He would leave the Council 
meeting except that there are two or three things that 

he should simply stay and discuss and he also says he is 
not at all certain thet he does want to examine iir. 
Lesueur « 

THE CHATIMAN ; All right. I want some- 
thing more, I want him to tell lir. LeSueur what is the 
nature of the case that he proposes to present to us. 

MRe FRAWLEY: He tells me as to that, 

Mrs Chairman, that he was to eome to the Commission to 
make & statement after the Conservation Board had made 

a certain contemplated order, which he had though would 
have been made tefore this Commission closed. That order 
has not been made and the further question that he might 
come and state his sase to this Commission anticipating 

@ special kind of order that might be made by the Ccn- 
servation Board, which is not quite sc setisfactory, but 
you will remember that you told him he would have that 
right, he might come to this Commission and state his 
Gage whether the Gonservat ion Board made the order or not 
but I gathered from iir. tiahaffy that he has not altogether 
concluded definitely at this time that he will come to the 


Commission at all. In any event, ir. Chairman, he is not 


able to come at this time. 


Nan 


. 
ie NM 


Ve . 
i a | | ; 
f ve sftthevtee. cb PN - sete oe oR 
sated BO i a Bea ‘esa at 
ane Cae. WOR ul, os ait thee her ene ’ a 
ha art Cree ae AB i Pune 4 bins beside ri oily - 
a . ahaderns aa na 4 iy i oe anolwits ‘tee a a he | 
ire on) “ ‘ | ues a wel ae pre SCNT cts 
syete eaetee sel baie wg on re Mr mat ‘ ; 
ais seh sya 0.8 wt aon waront bie ‘ade ‘gne . 
} ni ent mace rl patient R08 wt tnd atebtew'd ‘Hie 
| “atl a . oF iat | en : ir q 
ae aa a ait 
Pi ai. Be i svontial aif hod at mata icin a . 
; Reale: engl Hi + omen oF noaogt ahi ot a pew ent we 
et “gate : ie we ha ‘as ! be oe ae | | ; 
a, ait ta hs tin: ane 9 oe on, ot a a tale why ? te 
om pam pap, al 3 orem te pote, teonotats 8 é 
oe a obs wii et ‘ae, eats 6 <heles a ditiog ins 
wi ee " i at tom, fa ie al 
hye ay! ise ae Sin) “Daehn 
; Bae Pest ace omtivar tome 1) oat! 
' fn Ne a eh te) 
Z peat ovtie ee eta oe site 8 sd sted to: Saf 
| $09 “eh tit ve. ae: satiate. seas tg rei 
aos oe tea, orf a eeu yO on twain 
asi oe sae = ine. ¢ sion pane aioe 
we! et OE > aay aa 
Sedan es is: wait! oak: bia. oan ate nee 
| ait: cole cane » Cite: WE tet ‘i 
‘ us : ” 


© 


i 


-15,133- 
R. V. LeSueur. 


THE CHAIRMAN: VW piel Le aqut te a. rien. 

If he has not there is nothing to be concerned about. 

If he has though «nq it touches anything that would seem 
to be controversial I think Mr. LeSueur should know what 


is coming rather than be invited to stay here. 


MR. FRAWLEY: Theat is quite so and the last 
word was----- 
THE CHAIRMAN: Ye have postponed this Commissior 


to make way for such men as yourself, Mr. LeSueur, and we 
do not want it to work to your disadvantage in any way. 

I would suggest to you, Mr. Frawley that you invite Mr. 
Mahaffy to read what Mr. LeSueur has said and to appear 
here in person. 

MR. FRAWLEY: And make a statement in the 
morning, he will do that. He just simply said he would 
have to be excused as far as to-night is concerned but 

he will come in the morning and state what he has to state. 
THE CHAIRMAN: Now, Mr. Lesueur, over and above 
the matters that have been the subject of discussion, you 
will remember that we were very anxious to get from you 
anything that you thought might make for the good of the 
industry as a whole, if you had anything to suggest to us; 
have you given any further thought to that? 

Well, I have given some thought to that, .=r. Chairman, but 


possibly that would come more under the head of Regulation 


or Legislation, I presume. 


' 


-_ 


Anything that you might think would be helpful? 

think you asked me to deal also with competition and one 
or two other points and might I deal with those in that 
order? 
Any order that you please that suits your convenience, yes, 


surely. Well now, how do you feel about proceeding for a 
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R. V. LeSueur. 
time or have you had enough to-day? 
Well, I do not think it will take very long, what I have 
to say is very condensed on the points I raise. 
Weil, if you would like a short recess and then go on? 
Well, I may dedl With integration. 
And we can have thé benefit of having br. Frey hear you 
to-night. We are getting worried about his tine too. 
i will be very glad to do that. 


(At this stage there was a short recess.) 


(Page 15,135 follows.) 
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R. Ve. LeSueur 


G THE CHAIRMAN: All riteht,. Mis LeSueur. 
3 Mr. Chairman, the question of integration might I think 
be dcalt with quite shortly by me in view of the evidence 
Dre Frey has given on the general nature of it and I 
might or will confine myself largely to our own company 
and Turner Valley, unless you, Mr. Chairman, and Mr. Commissione 
desire otherwise. | | 

In Alberta Imperial Oil, 
of course, has a refining plant and a marketing plant and 
operates in its, own name those twu departments. It has 
also the ownership of about 70% of the Royalite Oil Gompany 
Limited; the other 30% being scattered amongst various 
minority shareholders. The Royalite Oil Company, in turn, 
owns the Valley pipe-lins Company. The Royalite is a 
producer of crude but as I have stated before, produces 
only about 20 to 25% of the crude in the Valley and produces 
Only about one-half of the erude recuired by the Imperial 
O11 Refinery in Alberta and Saskatchewan. 

The Pipe-Line Gompany of 
course is a public utility and carries on its operations 
Bubject to the PubLie Utility Board. 

The price of Turner Valley 
crude has I believe been established to be on a competitive 
basis determined by the competitive replacement velue of 
another crude at the edge of the market. 

I therefore have been unable 
to visualize any yet of circumstances which might arise where 
Imperial Oil could use its'partly integratcd position to 
offset or destroy to its advantage conditions arising in one 
or the other departments of its business; I believe that 


is one point which your Royal Commission rather wished to be 
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explored and unless any set cf circumstances Neth be mentioned 
where that could happen I frankly have not been able to 
visualize just where that integrated position could be used 
to the Imperial's advantage or to the detriment of the public. 
L might paint: out this too 
that the Royalite Oil Company has a large minority interest, 
50%, and it has always been a very rigidly adhered to 
principle with us that th parent company dealing with a 
subsiduary that has a minority interest must deal with it 
in gil its practicel relationships as if they were two 
independent companios and any contracts which are made must 
be on a hasis of such fairness and on such a business besis 
that they will stand the closost scrutiny. That principle 
exists and is rigidly adhered to betwcen the parent company 
and subsiduaries and between different subsiduaries throughout 
all our relationships and must necessarily be Ste 
MR. FRAWLEY: If there are any questions, 
that concludes all you have to say about integration? 
That is really all I have to say, Mr. Frawley. 
I wonder if at this time, I do not just recollect whether 
you have already covered it or not but we had reserved a 
question tc be asked of you with regard to the Standard Oil 
Company of Now Jersey and its relationship with the Imperial? 


I believe I did cover that a week ago, Mr. Frawley. 


MR. FRAWLEY: I do not think of anything 
else. 
THE CHAIRMAN: what do you think about that 


suggestion that emergod from the evidence, I know it did from 
Dr. Frey, about an intervehing body between the Government 


and the Industry so as to avoid misunderstandings and clashes 
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and things of that sort? 

MR. FRAWLEY: Do you mean in marketing or 
all the way through? 

THE CHAIRMAM: all the way through the 
Industry, not arising out of integration particularly. 

A Mr, Chairman, I might say on that that we have always felt 
that frankness and co-operation were very important policies. 
They save time and they get results and in that general 
attitude I think possibly Mr. Cottle and Mr. Frawley and 
those with whom we have dealt can say that we have always 
been ready to Listen to any questions or any complaints 
that they had and to give them fullest consideration and co- 
operate in endeavoring to get some reasonable solution and 
I think that is the spirit that should exist betweon Industry 
and Governments and between Industry and Industry. | 

The appointment of a Board thet 
wus, you might say, constituted with co-operation facultics 
is perhaps all right if it will confine itself to those 
particular functions, cosoperation and consultation. That, 
of course, is the difficulty. Then agein the question is 
would you have a Board for each province witht those facultics 
or would you have a central Board but with those facultics. 

My own idea is that you might get into a great deal of trouble 
if you have a great many Boards that you have to consult all 
Over the Dominion. 

For that particular purpose 
we have the example of the Tariff Board and I think the 
Tariff Board has performed quite a useful function. For 
instanew the Tarriff Board has today considerable records 


On the Petroleum Industry, Their function is, apart from 
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investigation, to investigate and report to the Minister. 
In that way there is, I believe, a limit set to the growth 
of their functions unless necessities demand. 

Then again in practice, 
and apart from investigation, we find that the Tariff 
Board operetos_and--has the-possibility of operating more 
or less in this way, that a province or a municipality 
ur an individual can make a complaint to the Tariff Board. 
They send that complaint on to us and we usually answer 
that complaint setting forth the facts and what we consider 
the situation to be. If that wuswer is not satisfactory 
to the Tariff Board or tu the party making the complaints, 
Who gets @ copy of our r@ly, then it is quite possible 
and it has in cases been done, that we will sit around a 
table, representatives of the Oil Company concerned, 
representatives of the complainant and the Tariff Bcard 
and acrcyj, the table you endeavor to work out a solution. 

I believe across-the-table conferences is the roal way 

to get results. It is more expeditious. It is less 
expensive and it usually gets a result, while not entirely 
satisfactory to all parties, yet gets quite a bit of satis- 
faction, so that my idea is that if any Board wore considered 
to operate on, as I say, a co-operative and consultative 
basis, it shovld be a central Board which is removed from 
the local coloring, you might say, and it also is removed 
from the possibility of where one of the complainants might 
be a party. 

MR. FRAWLEY: Mre LeSueur, do you not 
think that sc far as the province of Alberta is concerned, 


that that Board siting at Ottawa might just be not the most 
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Suitable thing to deal with Alberta problems. We have 
here you see a crude situation which does not exist anywhere 
else in Canada, and do you not think if there was tobe any 
Board at all set up, that it would have to be a local one, 
just doing the same, discharging the same functions which 
you suggest and engaging in round-the-table conferences, 

do you not think it would be more, accomplish results more 
Speedily, to deal with things in that way? 

A I do not think so, Mr. Frawley. I think the Tariff Board 
wili give better results just as quicklys 

Q All right, let us see what the situation is then, a 
competitor, let us take a market competitor, Some question 
of unfair competition comes up, certainly you would agree 
that the Board would have to come to Calgary, their Board 
would have to be ambulatory to that extent, you couldn't 
expect everybody to go to Ottawa? 

A I am not taikiug about public hearings. 

Q But sitting around a table, that is part of your suggestion, 
and all I am wondering about, I am not cbjecting to this 
Suggestion of yours, I think it has a lot of good in it. 

A Generally speaking you can accomplish more by getting 
reasonable people around a table, who know the facts and 
get down to essentials. 

Q I am just thinking of geography, that is all, Mr. LeSueur, 
if a Board did not come to Calgary to have that Fksaring, 
it just could not be held, practically speaking; supposing 
Mr. Plotkins, for instance, had a grievance against some 
marketing practice of Mr. Halverson's supposing that was 
the problem, now on your thecery, Mire dalverson could run 
up from Toronto very easily but Mr. Plotkins would have to 


get on the train and spend three or four days going to Ottawa ? 
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A Mr. Plotkins would set forth his case in a letter, giving 
“his stand to the Board. 
Yes? 

That would be sent on to us and we in turn would reply, 
giving our statement of the facts. If our explanation was 
satisfactory, all right. If it was not why then Mr. Plotkins 
Could meet either with a member of the Buard out here or some 
representative of our company or meet down there, but the 
Board is handling marketing mattersall over Canada, it is 
familiar with the conditions all over Canada. 

Q Yes? 

It has @ much wider range than a local Board could have and 
besides if tt has @ ev-opcrative and consultive basis, it 
gives, you do not have different views in every one of the 
nine provinces. 

Q That is true and I think you have answered my guestion, you 
said to me, that to have the face-to»face round~the-table 
discussicn, somebody from the Tariff Board would come out 
to Gsalgary.e Now the guesticn is the feasibility of that 
and the number of times which the Tariff Board would be 
free to send somebody out and then I suggested tn you it 

would os q case of this investigating officer reporting back 
to the Tariff Board before he acted; in any event that is 
your suggestion? 

A We usually would need no action, Mr. Frawleye 
That is true. 

The parties would really agree between themselves and they 
Would be in a much more permanent position. 

Q If it was a production problem-among the producers, a complaint 

of the produccrs against the posting company over the posted 


price, just a case of investigating that posted price and 
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keeping the posted price more or less under the constant 
eye of some supervisory body. make it the Tariff Board 
if you Like? 

y) Yes, the Tariff Board follows all that, they have amassed 
and are amassing a great deal of deteil and tabulating them. 

Q Then the Tariff Board would again have tosend its represent- 
atives to Galgary so that the producer and the Royalite, 
the buying company, could sit around the table end discuss 
that problem? 

4 Quite o My experience over years of negotiating in South 
American and here and all over, is that if you are ready to 
adopt a reasonable attitude and you can sit down and discuss 
that frankly with some party concerned on the other sido 
across the table, you usually f*nd them quite reasonable 
and the solution is not difficult and it usually lasts. 

Q I am accepting that as heing what you think is the most 
important thing, that is the conference arcund the table? 

m) Yeso 

@ And I am suggesting to you that there is a lot of geography 
we have to consider there in order to get any flexibility 
and elasticity? 

S But geography is being very rapidly overcome these days. 

@ Yes, if we could send the account for the aernplane trip 
to the Imperial Oil Company, well ---- 

@ MAJOR LIPSsTT: In the exceptional 6ase, 
if it arose, Mr. LeSueur, mae the round-table conference 
dia not settle anything; has the Teriff Board any further 
authority or jurisdiction? 

S Oh. they have the right to investigates They can hold a 


public hearing if they see fit. 
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Q And then what happens after that? 

A Oh then, they go into the matter thoroughly and make their 
recommendations to the Minister of Finance and the Minister 
of Finance acts. 

Q Has he power to act then? 
Well his powers are within the Legislation which he has but --~ 

Q MR. CAMPBELL: Mr. LeSueur, they are purely 
recommenda tions? 

A Yes, recommendations. 

Q They have no other powers, let us assume a case like this, 
supposing you went down and sat around the table and you didn't 
Gome to any satisfactory agreement and they recommended to ; 
the Minister of Finance certain Legislation to go thrcugh, 
then of course, the question arises again under the Constit- 
ution just as to what the Dominion could do? 

A I presuce that any recommendations in a case which required 
Provine ial Legislation would go to the Province. 

Q That is where it would have to go? 
Yes, and I would not object to that in the slightest. I 
think we would welcome it. 

Q MR. FRAWLEY: Yes, I think there is a 
Serious question of Legislative authority entering into At? 

4A I think that is scasily overcomo, if you have a central Board 
that makes these recommendations to whatever Legislative 
Body would be the proper one to put them in force and besides 
onee they make the recommendetions I think very few parties 
on either side, either the company's or complainants, would 
have any objection further. I think those recommendations 


would usually he followed. 
Q MR. CAMPBREL: I must have misunderstood you 


When I asked you that question, I understood you said "No" when 
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IL asked you to begin with 1f you thought a Federal Board 
should be set up and you said "No"? 

I misunderstood youe 

You do not misunderstand people very often? 

We Were not discussing this at all then. 

Yes, L asked you as a result of your very excellent present- 
ation if you thought that perhaps the control should not be 
a Federal one? 

Sie Gein it) any Board 16. set wp on this basis. of a 
consultative and co-operativs Board that that is where ycu 
would really get that function performed most admirably. I 
misunderstood your question, Mr. Campbell. 

MR. FRAWLEY: dare not our marketing 
problems here pretty provincial, the oil is produced here, 
the oil is refined here? 

Yes, but you do not start and end in the Provinee. You 
have also Saskatchewan and Menitoba and part of British 
Columbia - 

Our Legislaticn could not concorn itself with those products 
of your refinery which go beyond our borders? 

No, but a fair solution of any question might very well affect 
the rest of the prairie provinces and counteract on you here. 
That is not by any means an untrue or an unfair statement 
because the fact is that in Manitoba when you had to give 
up Turner Valley erude and supply that market with fllinois 
¢rude, you had to revise your tank wegon prices downward in 
Manitoba to give them the benefit of that 

Yese 

Yes, that is quite true. f am just thinking, of some 


Ottawa Board? 


MAR , ; ‘ y 
rar ( v ree 


PROM ok SRG ae ae eng aD 
" j ul Ti A 
‘ We uO 5 a 


t a Vie ‘i Ua 
ot ee vi - 


s 


aes? Ltiepo:. . seu, a 
a i hay ” ’ _ - a a ee! 
beac Csvebgh. 4 uOy Mh ike fe 
ie : / mee ee coe ’ aack Wee ee ee vn, 
| : : coy 
¢ > age bie > RON. Ry 
J " ee 
Pi DRO Tima ML eC SME Woche) 
‘4 ee, wang 
1 wy M3 Sy Bs a ter as 5 ss 
dr ye iy Au Loot e. eo | lane | 
> a ae Ce eat Me Mee OUD ene hiaeeye 
a ae oe ee haath ji SENT were 
Ra EEE UNSC ETSGid S ‘oa 
: abi 
ti [ vbw bhi, i, fe! any A hd H iS Fria 
ae Pa it a teal ve at a 
' Be i 
4 dees Ei Chery Oe a ae ae : Kenai ney, A mca 
ae oe ecw ial oO Rihk Bs, aR y resogonos ‘ieee ex! 
: . ‘ Ah st Pe bee de AA Le Sat a de e aN a2 
mone en ras ic ee eae . oe Ry a aes We 
_ ety aa aa el . Ss ee 
Lip aw bottm he. gua I Sag, ao tna edit iy 
ee, be eke: HON Sg eae dish eh ais eee 
denies A Gs Ne a eae ye at) 
‘ * r “ 
* ; Anata be * ma joeads y ee 
oY ! : ee } "4 
,) A ave Une - vans Like 19 F 
Ras Da yA LH O° Te bth : 
eas) ahi eh WE, OE aR HO GE I A Ce ee weaty EAM as ig ao, 
2 .* vale Pie as sell i cig De Oe 
+ tired | ae 2 Di ahd yy Bui a 4a Whe giant ee hte % 
: ise Te Nes i ek Neaticveh kt memes 


-gbeubta | ra bem weerigsnte Serbia wy ell te aod tus 08, bet 6. 


¥ Tas a cat ae we. 4S 
sel} Tih ate ae ts ae i ots, wife me ne 


eg ey sm0% $0 haalaut.ds jen, me = 


ape Fon a agg 


“nae nat tod ems Atha, 


’ ce ee ie oats 1 SEW g Gt Pa eae, 
oem gr all Ont Lh oR eee | Sas EO Co Cat ; 


esi OBO 


Loe 8 Hi ian oth oa bi uoo mots or 


4 Berto cae pide Ne 4 oe a SS igaaee on f, oi 
Nahe: Cet oa, okder VISKLFO f 
Posen: Sigs cdi eg Mel ORES Rh So See ih a ee ae 


7 Oe ey 
ey’ y Wear ee : td Rede rae 

a0 wae scitword abt hend pat ‘$6 te | 
3 ete a eet eats se i 


ee Non aces eras ie 


Ga fet wi. an 
savad 


 Selwmel pte A a ke ele etn is sciaum, ehh X 
, Py he “A ar yt + % . hl PaHe Be) tke rh ete a Miah te ee) Pr e ii ce 
erty « UCY, Qa 2 aiid: nel am “Hath ‘ak, Jo8% 
Be ih + Set 2s 70) ee a Oya heh CRON AN wee 
witar irs atin Tu: Aah, de “taco han abu eb 
| Re eee BG ai. ht), oe hee, eee tee 


ab beens noo ly ChAT iy inad a volver, ot 


Wii Fen oe: 


cs et ar eae ees oh te 
hee Riedt ‘te ¢ Phoned, ah mocks ray ia 


- 


rh uy MW ae é 
e rue he / tilts Posh Ak: bk Reames 


C-7 
LO 


Re 


Ve 


ir 15,144 a 


LeSueur 


I am just throwing out that suggestion, in answer to 

the Chairman's question. 

MR. FRAWLEY: | Now there were some 
other matters that Mr. Lesueur was going to discuss, 

you had this question of posting, after the integration 
statement, to see what questions would come out of that. 
Yes, and another question which I think I was asked to 
speak on was competitione 

Gompetition, yese 

Now I do not know how long you want to stay. 

THs CHAIRMAN: I think probably you have 


had enough for one daye We will now adjourn. 


( The Inquiry was here adjourned to be resumed at 10:00 A. Me 


3lst of October, 1939. ) 


wy as ae ye oa ae ee, 
(AS ia ae ey ha 

: rR 

e \ hy ds ra 


in » - = fae 
ig te ge Wes 
et Pata eae 


. of eWwead Al 


DE eaten Lara 30! v We) (cat tS 
Bran at ou ‘wu a ‘iii Va te ; ot if 
lak oC RAD amen GAC ey pie cettas lis 


Senne lh OF sale om aie Paes ml F. 


4 tan aes ere eel es ee ty peas dtu Lean hana 
aods anaetant of? Kotte (Sart see ng" mehesi 
ah a 
Soa iS ‘ race ns i eM aN : ai es a 
Shans to eed wide Siuow wigtedy Bug ed Yom ey " 
i Pie bh aces as (ei bs acd week a 


ae re i site alae ass ; ae ne v Noll m ae com ae 
et hikes wey T datet Toten ‘et os | 
a ah He 


a) a | thew 3 edi’ a 
Be as sti if ap 
eran voy ytue > Na Ftc , ae 
i +i { 4 t 4 y f 7 aus 
wi i. ee ye ee 
mrs tas i TER ae a eal eee 
Hecate ’ i ” 


ak 
att 


bes yee om ial A a 6 ir a gif bow § 


aF 
i, : ies 
os | Aes res urs a 


a 4k a0: four 


OE piodotads te ae 


J.J. FRAWLEY 


me Province of Alberta 


TER OF THE PUBLIC 
INQUIRIES ACT 
: —and— 
IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 


and Petroleum Products 


Commissioners: 
The Honourable MR. JUSTICE ER ad 


hairman) 


—and— 


L. R. LIPSETT, ESQ. 


Session: 


|| CALGARY, Alberta__OcTOBuR 31st, 1939 


oh aoa econ 


INDEX 


VOLUME 136 - October 31st, 1939 Page 


Statement by Mr. Mahaffy on behalf of 
Gas.o.011 Products. ....0. i cos wigs ips © Megane date babe os ae eS) es) 


WITNESS ; 


Richard V. LeSueur, recalled...... 220e15,165 
A. E. Halverson, recalled a tis ig lari cueR eat ee ee 
Richard V. TeSueur, recalled.......04. 15,215 
Frederick A. Gaby, SWOPN,«s.cocsesceee ohkby 259 


1 i a A 


Exhibit 669 
Felegram dated Toronto, Merch 27th, 
oo, rom) [nperial Olt to thre 
Honourable N. E. Tanner re production 
Cmmcrude, in Turner Valley sw ccs set Pir. stsry ore) 


Exhibit 670 
Opy, Letter, dated Toronto, March 
Sotuns, tooy, from Imperial 011 40 
Honourable Ni. H. Tanner - Confirma- 
tion of telegram Exhibit "669"......6.% 15,234 


Exhibit 671 

Pamphlet, being pamphlet copy of 
Nova Svotia Licensing Act and Rules 
and Regulations re Petroleum 


PYOGUCTS © sa s see ci Gus he camiytets Suseise sdalelbnrsb eae po. een 


amt aa 
4 bal? i, 
f Ny 
n 
J 
, 
of 
1 
i 
’ 
v bia ud » + rad ‘ 1 tit iy i 
Rates ol HM ae x h 
eve 5 PPG re “ . oR ye i Wiener th 
ae " om “h Ver, ™ Aine ah 
2 : ie 
z Veg Fe 
ra ao f 
i , \ 
eu =i 5 , ct 
x a 
Siiiiein ; 
ne Ppa ‘comet ; 
a Ut ga 
Fi ve (GAD 
¢ 
: 
* 
a 
" 
j 
4 
EB 
a - , 
K 
es i we aes % 
> 
i 
‘ 
s f yes 
int 
| ‘ a i, NS 
ms Fi 
Us, Sea ry ‘ 
4 
§ , 
wits, ‘ 
” 
‘ 
4 Us 
‘ . Ja en 
ar sk a rod 
’ (mk OO Bo 2 
. + \ 
* : e 
‘ b 
Ln ee 
; ‘ Fs 
edt, ae oar fe * 
+ ’ oy 
uf r oe 
i ; 
i 
* *. 
ie 
‘ ' 
nS 
id ¢ 
Seta = ‘ 
i.” i ; 
i 
he : 
See 
ne ; 
i: 


wicigy pd, ry. 
7, He nT 

y , 
Ge AS ete, 


~ 15, 145 + 


10:00 A.M. Session, 
dist Octobor, 1939. 


TIE CHAIRMAN: Mr. Mahaffy, last hight 

I suggested to Counsel that you be invited to appear here 

this morning. Your attendance has been somewhat intermittent. 
Your questions to Dr. Frey indicated that you were concerned 
with matters thet so far as he was concerned could only be 
assumed by him in point of fact. Mr. LeSueur is here now 
ond ho is conversant with these things and it seemed from 

your standpoint if you wented to examine to lay a premise 

for further questions or submissions that you should take 
advantage of your opportunity to ask questions of those 

who havo knowledge and who cen speak with knowledgee It 
seemed also right if from the standpoint of any one who 

might be adverse in interest that, while they are still 

hore, they should know precisely what you are getting at 

so that they may make any answer they sce fit; henée 

tho suggsstion that you appear and familiarize yourself 

With what has beon said and ask such questions as you Like 

and cre you conelude, - since a special appointment has 

been arranged for you after Mr. LeSueur and others are gone, - 
that you state precisely what your position in the matter is; 
in short that we, as a Gommission, may hear all sides and in 
that way be better able to come to a just condlusion. 

MR. MAHAFFY: Viell, My Lord,’ this situation 
that has ariscn puts me ina most peculiar position really. 
Your Lordship will romember that in September the Conservation 
Board indicated that a new order would be made effective 

as to the gas-cap operation on September 2oth; during the 
September Sittings of ie Gommission I appeared, prepared to 
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conservation measures. The solicitor for the Conservation 
Board immediately objected to me asking Mr. Cottle any 
questions with respect to the proposed new order as indicated 
in the letter of September 17th, I think it was, which the 
Board sent out to the producers. Then trhough the kind 
co-cpéeration of the Commission it was arranged that our 
submissions with respect to that feature would stam over 
until after the Board's order was made. 

Now sinco that time there 
have been several meetings of the Board with the producers, 
ineluding ourselves. We made complete representations 
t» the Board and we would hope possibly that those represent-~ 
ations would have been favorably heard and favorably acted 
upon and that there would be no need to bother this 
Commission with any evidence. 

Now as Your Lordship knows 
no such order has yet been made and frankly my client does 
not wish to take up the time of the Commission nor, to use 
a crude expression, be mixed up in a dog-fight with the 
Gonservation Board or with other producers if that is not 
necessary and we have been kind of hanging back for that 
very reasone 
THE CHAIRMAN: Well we, of course, are not 
anxious to prolong the work of this Commission but if it 
seems, I quite see your point, if it seems fron the stend- 
puint of your client that it might be a futile thing to 
proceed with it hore, that is the end of the matter so far 
as we are concerned. ‘We will have a difficulty in any 
event, which of course is quite evident, in deciding between 
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to do, and a determination of something which has a 

proper bearing upon the general matters which are of 
coneern to the field as a whole, so if that be the view- 
point nothing more need be said about the matter. We 
have been only anxious to sew and heve been tO some pains 
to ¢all you on occasions so that any one who had anything 
to explore that was of interest to the Industry as a whole 
or to the pseoplo who are concerned in that Industry, they 
should be explored, they should be given every opportunity 
of being here. | 

MR. MAHAFFY: I appreciate that, My 
Lord, and I might say ---- 

THE CHALRMAN: Now I quite see that if 
the Board's conelusion should be what you want it to be it 
would be idle for you to pursue the matter here because 
your wishes would be wholly satisfied. 

We are not concerned with 
any individual's rights as such but we have ruled that it 
cannot be said to be irrelevant and so we would hear you 
if you so desiree 
MR. MAHAFFY: My Lord, the submission we 
would make, if any were made, would be that the order of 
the Conservation Board was not in the general intorests of 
the Industry» 

THE CHAIRMAN: Quite so and it was on that 
assumption that we were going to hear th 6 Vee ie 

MR. MAHAFFY: Yose Now frankiy we think 
that if the Board issued tho order’ as was probably, shall 

I say suggested in the circular which they sent out, and some 


of the suggestions which have boen thrown out in the course 
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of some of the interviews of which I have spoken, we 

would not consider that those were in the general interests 
of the Industry and the public and we would feel that this 
would be the proper placs to make submission in that respect 
but, My Lord, I would like to say further that if thore is 
any indication that the Board's order may be made before 

the Gommission rises we would wish to go On and submit 
ravidence to the Commission on those’ various points and for 
that reason, so far as submitting a case is concerned, 

even if there is no order issued before the time comes when 
you would be prepared to adjourn, we would like to have 
probably about two days in whieh to submit a case. 

THE CHAIRMAN: of course we expect to 
finish up very shortly, Mr. Mahaffy. 

MR. MAHASTTY: Well in that respect, sir, 
Lam entirely in your hends. Whenever you say that I should 
be ready, I will be ready to go ahead. IT assure Your Lord- 
ship, it will not be a case of any delay. 

THE CHAIRMAN: Have you anything to say, 


Mr. Frawley? 
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THE CHAIRMAN: Have you anything to say? 
MR. FRAWLEY: Yes, I think that Mr. Mahaffy 
ghould and probahly will be very glad to try and inform 
himself with respect to the plans of the Conservation 
Board yiandsthen if he is told that no Oradér will. be made 
within the next, say a week, no Order whatever affecting 
him, then if he desires to come and take a day or so to 
Zive evifence. I think we could know beforé the end of 
the day definitely and give Mr. Mahaffy some notice as 
to when he should be heard. I should think so. 
THE CHAIRMAN: Well now, that is all right 
from Mr. Mahaffy's standpoint. But £fi10 te 
controversial, will it affect the interests of your 
clients, for example, Mr. Nolan? 
MR. NOLAN: Well, I do not know, Mr. 
Chairman, until I know the chatacter of the complaiLt 
that is to be made. 
THE CHAIRMAN: Quite go. The samé appliés 
to you, I «suppose? 
MR. HARVIE: Just exactly. 
THE CHAIRMAN: Now, Mr. Mahaffy, if it should 
transpire that any part of this is to be threshed out 
before this Jommission on the grounu it is of general 
interest to the industry and to the people who, of course, 
are directly or indirectly concerned with that industry, 
we want to hear anyone who may be adverse in interest, 
as you can readily understand. So I think you might 
now outline exactly what you propose to prove and what 
your point is and what you hope to establish before us 
in order that anything that may be said to the contrary 
may be said by those now here. You appreciate what I 


am getting at? 
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MR. MAHAFFY: MSS Nik ies Saar 
THE CHAIRMAN: Yes? 
MR. MAHAFFY: Well, perheps I might make a 


very brief statement. 

THE CHAIRMAN : _ What is all. If anyone now 
here will not be hére when you come hatone OE oy UD 
and has anything to say about it they may. 

MR. MAHAFFY: The whole position, My Lord, 
probably can be put this way. The Turner Valley field 
has been a prolific gas producer for many years. It 

was originally brought in as a gas producing field. 

The Royalite 4 well, brought in produétion, I believe 

it was in 1924, with a tremendous gas production and 
with incidental naphtha production. Then for a period 

of 10 to le years there was very considerable developmen’ 
in the field and as it now falls out all that development 
was doré on what we now know as the gas-cap, and I need 
not tell anyone here present, including My Lord, that 
there was a terrific amount of money spent in the 
drilling of those wells and in the development of the 
field ag it was known in those days. Now, subsequently, 
in 1936,-crude oil was discovered, and since 1986 there 
has been a Shear turnover in the viewpoint of those 
interested in Turner Valley and the development has 

taken places almost sila ine might say, on the western 
flank where the cruie oil is now known to be present. 

Now. prior to 1936, insefar as conservation was concerned, 
there was only one ee in anyhody'’s mind who thought 
of conservation and that was to conserve the gas, that 

the gas might be available for the purposes of fuel supply 
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the other towns that are supplied from that source. 
Certainly at one time there was a terrific waste of gas 
tock plece- in the field, the responsibility for which 
rests on no individual nor company. All were equally in 
the same boat, all were wasting gas. im 19S.) if 

my memory serves me correctly, I am speaking extemporaneously 
and the figures I am giving are probably only approximate, 
but if my memory serves me correctly, the daily produc ticn 
of gas in the Turher Valley field in 1931 was about 

500 million cubic feet a day. At the present time there 
has been set up a Conservation Board and in view of the 
crude oil development that Board now has as its principal 
objective prevention of waste in the production of crude 
Site tf a180 nas as , an objective the prevention of 

waste of natural gas. Now, as far as the crude oil 
situation is coneerned, that has been worked out on the 
pro-ration scheme, pro-rating to market. That is probably 
subject to some serious legal criticism but on the other 
hand it probably works out in a practical way somewhere 
near where it should, and I am not going to have much to 
say about that. Insofar as the gas is concerned, the 
Board, as I appreciate their stand thus far, takes the 
view that the whole field constitutes a common reservoir 
and that to dissipate the gas from the gas-cap is going 

to do irreparable damage to the production of crude oil 

on the flank. That is as far as we have been able to 
gather the principal concern of the Board insofar as the 
gas is concerned, that that reservoir energy should be 
conserved for the production of crude oil. As I say, 

no doubt they also have in mind that the gas of itself 


should not be wasted. Now, the Government passed a 
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Conservation Act in 1932 and that Act was subsequently 
upset by the Supreme Court of Canada in 1933. In the 
meantime it had obtained certain constitutional amendments 
and changes in the agreement between the Dominion Government 
and the Provincial Government, covering the transfer of the 
resources and in 19438, in the Spring, it passed another 
Conservation Act. That Act, as the result of Orders made 
underiit, wac attacked in the Pall of 1938, and a special 
session of the Legislature was called for the purposes of 
Pesetie aenew vecce Or Lesisilation. I do not think I can 
be denied when I say that the attitude of the Chairman of 
the Conservation Board at that time was and still is that 
the Legislature has passed a Conservation act; that 
conservation means conservation in an ultimate state of 
perfection as far as it is possible, and he states and 

has stated if the Provincial Government wants conservation 
they will get conservation and it matters not where the 
chips fall. Now, as far as my client is concerned, 

and those who are in the same boat----- | 

THE CHAIRMAN: Gonservation in the sense of 


the theoretical conservation that dieregafds all equities? 


MR. MAHAFFY: That is the position. 
THE CHAIRMAN: I mean,that is your point there? 
MR. MAHAFFY: Yes) that is right. Bika! 


other words, it means the Chairman has said"It does not 
matter to me whether an investment is lost, whevher 
certain individuals are put out of business. That is ao 
concern of mine. I am instructed to enforce conservation 
and I am going to enforce ye Now, Sir, your Lordship 
will have noted on Saturday morning and yesterday that 

Dr. Frey frankly said that there is more than theory has 


to be considered, particularly in a case where conservation 
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steps are endeavoured to be put into force long after 

they should have been, in other words, after a very 
considerable amount of development has been done. Now, 
that is jugt the whole difficulty in Turner Valley. 

That field has been developed now, you might say, since 
1923 or ‘24. There was 12 years of development. on the 
gas-cap under the very nosed of all the Government 
geologists and experts; the Government all that time 
issuing leases with drilling requirements; the Calgary 
and Edmonton Corporation issuing leases with drilling 
requirements and during all that 12 years the things of 
which I have spoken were done. Then in 1934 the evidence 
which I will submit, will indicate and will show that my 
client, Mr. Mayland, and the various companies which he 
represents, were very substantial producers of natural 

gas in the southern end of Turner Valley. That gas was 
known to contain natural gasoline which could be recovered 
in an absorption plant. The Royalite was already operating 
an absorption plant to recover that product. The Royalite 
refused to take my client's gas and process it through 

its absorption plant. I do not know what the reason was. 
It may have been that they had already more gas than they 
could handle. fF do not know what it was. The fact is 
they would not take it. Yith the result that in 1934 

lir. Mayland organized a company known as Gas & Oil Products 
Limited and in that year he purchased an absorption plant 
in the United States of America, had it transported to 
paner Valley, had it erected and proceedea to process 

in that absorption plant the gas produced from the wells 
operated by his own companies and wells operated by 


certain other independents in the south end of the fielA. 
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Now, at that time, I think the evidence before Your 


Lordship would also indicate that there was a great deal 


of sort of half-baked, if I may be pardoned for using 


that expression, fuels on the market. Straight naphtha 


trom the wells, tractor stuff and so on, not really of a 


satisfactory type. 


(Page 15,155 follows. ) 
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Mr. Mayland, when he completed the srection of the 
absorption piant of which I have spoken, further found 
that there was no outlet for his product, no satisfactory 
outlet for his product. The Royalite indicated tn 

Mre Mayland at that time, excuse me My Lord, I would like 
to consult with Mr. Mayland, I just want to make sure, it 
was pefore the absorption plant was actually erected by 

my client that the Royalite indicated to him that the only 
basis on which they would take the naphtha production from 
his wells would be eon certain rather severe terms by which 
they would take control of the operations of the prvuporty. 
My client was not satisfiod and so he went ahead and built 
this absorption plant as I say and then by utilizing the 
natural gasoline produced at that absorption plant, ho 
started producing a third structure gasoline which was, - 
I think we can say without being immodest, - a very fine 
third structure gasoline. He sold that gasoline at prices 
considerably lower than the then going market rate and 
again, - not being immodest I hope, ~ we elaim that as 
a result of those operations the price cf third structure 
gasoline was materially reduced to the public, not only 
by this company but necessarily by other companies too, 
Who were in the competitive field. 

Now since that time 
additions have been made to that plant. There is 
probebly a helf a million dollars invested in that plan’ 
of which [T spoke. 

In the soring of 17568, = 
incidentally, My Lord, perhaps I should explain this and 


the evidence will shaw, that tho cost of producing that 
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natural gasoline depends entirely on the volume of gas 
whieh is put through the plant. Lt Gosts very Little 
more to operate the plant and run through one hundred 
million feet of gas per day, than it does to operate the 
plant and run through fifteen million feet per day and 
yet of course the recovery is very much larger and there- 
fore the per gallon cost is tremendously lower when the 
large volume is being put through. 

Now in the spring of 
1948, after the new conservation, in the spring of 1939, 
pardon me, this year, after the new Conservation Act had 
been passed in 1938, the production from wells in the gas-~ 
cap was tremendously cut by order of the Conservation Board. 
Now Mr. Cottle ean confirm those figures, + as I say I am 
just speaking from memory, - but as I mentioned, the 
production from the gas-cap in 1931 was about five hundred 
million feet a day. As a result of various Government 
orders dawn through the years that was reduced and as a 
result also of voluntary conservation measures that some 
of the companies put into foree, the Imperial cut down 
their gas production in the north end very considerably, 
but in any event as the result of the Board's orders made 
early this year the totel average daily production of gas 
from the gas-cap was cut, I think, Mr. Cottle, to about 
seventy million cubic feet. 
MR. COTTIE: T do not recall the figures 
and I would not like to say. 
MR. MAMAPFY: | Between seventy and sighty 


Million feet per days Now that of course is a tremendous 


reduction from the previous amount of gas Vhich is being 


produced, and our whole point, sir, is this, what we wish 
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and what we have suggested to the Conservatton Board, 
that they should endeavor to do, we say first of all, 

to them this hatural gasoline that is being produced is 
an extremely valuable product. Lrro Frey seemed to have 
Some doubts about that but truly I do not think he is 
familiar with local conditions. There is not one single 
refining operation carried on by any major organization 
in the Province of Alberta, so far as I know, which does 
not utilize natural gasoline to raise the volatility of 
its gesoline» Now I think Mir. LeSueur will probably 
agree that his company docs that very tHimg. The new 
British American plant, I sm not sure abbut that, but at 
least until it cdme into operation, and it may be that 
they use the natural gasoline yet. I understand they also 
use natural gasoline now, and it has been found a very 
hecesssry ingredient tn putting out a gasoline that 

Mr. Motorist ean use with satisfaction during our colé 
winter months. iivem in the summer time it is used, I 
imagine, and our evidence will show that there is gasolines 
in the winter time carrying as high as 40% of natural 
gasoline. 

New it is true that by 
instellation of a very expensive cracking plant process, 
these higher frsctions can be cracked out and you can get, 
by an expensive refining process, the same quality gascline 
With the same volatility but the fect is that the plants 
in operation in this part of the world have not carried 
erecking to that extent, not so far, as far as Mre Mayland 
is concerned, by reason of the fact that he cannot make 
any satisfectory arrangement for the sale of his produets 


produced in Turner Valley> As Your Lordship knows he is 
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now extensively in the distribution system. I have 
mentioned the effect «© whieh his entry had on the third 
structure price ‘but he is in competition with our friends, 
the Imperial and the British American and everybody 6lse 
selling gasoline in this province and in Ssskatchewan and 
he has got to have natural gasoline to blend with his 
refinery output if he is going to be able to market a 
gasoline und stay in competition with them because, My 
Lord, if you buy a gasoline thet does not have that 
volatility and you go out in the morning and you cannot 
Start your sar, you have trouble with it, the first thing 
you are going to do is to switsh to a sasoline that does 
not give you that trouble. Now that is exactly the 
competitive situation in which my client finds himself, 
that he has got tu have this natural gasoline. Line 
Gompany used it we would all be ona par but all tho 
companies are using it. 

Now then just to go on 
from that, and I am being longer, sir, than I hoped L 
would be. It is probably poor organization of the thing, 
we will then endeavor to satisfy the Commission that the 
production of this natural gascline is therefore a necessary 
adjunct of the petroleum business in this province. We 
will endeavor to satisfy the Comm*ssion that it would be 
folly to place these absorption plants in the position where 
they cannot produce that product. True, the Royalite, with 
respect to its number 1 plant probably never will be in that 
position because the natural gas, after it passes through 
their number 1 absorption plant, goes into the Canadian 


Western Mains and is brought to the City and the dry gas is 
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burned, so that the Imperial, having the outlet for that 
dry gas, it is therefore not in any sense wasted, will 
always have available to it a substantial supply of natural 
gasoline, although even there our information is that the 
Imperial has not been able to produce any more than its 
cwn requirements of natural gasoline. 

Now what we would endeavor 
to show, My Lord, is this, considering all these facts and 
Iwill back up once more if I may. - in addition to the 
recovery in the absopption plants there is a further possible 
recovery in gasoline of the butane, etc., I was speaking 
about yesterday, through the installation of polymerization 
plants. Nov Mr-e Mayland has given the problem of polymeriz- 
ation some considorable study and he is inclined to the view 
now that he would be prepared, so far as his plant la 
concermed, to install at least the preliminary units of a 
polymerization plant for the recovery of the butane in 
the gas and further installations would be require to 
recover the still higher fractions. Now I have no hesitation 
in saying that this is a recovery which should be made from 
the gas in Turner Valley but the whole position is, how 
Can Mr. Mayland or any other operator of an absorption plant 
be expected to make the cepital investment thet would be 
necessary to install this oxtra equipment if tomorrcw or 
@ week from tomorrow cr at the end of this year he is going 


to be told by the Gonservation Board, "Your plant is closed. 


You cannot operate." 
Now I think that probably, 


that same situation faces every absorption plant operator 


in Turner Valleys 
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Now just to summarize 
all theso things considered, our submission to the Board 


is and always has been that surely there is some ground 


for compromise and I was glad to hear Dr. Frey say on 


Saturday morning, he said that, "compromise was a wonderful 
thing" and that applies to this oil business too and that 
in working out a conservation scheme you cannot put 
conservation as a theoretical thing in one package and 
practical considerations in another package and what he 
ealled "equities" probably in another package. These 
things are all intermixed and in view of all that Las 
happened Turner Valley, in view of the value of th products 
which have been recovered by the absorption plants, we say 
by all means we are in favor of conservationes We do not 
want tosee this gas bluwn away recklessly and needlessly 
but surely, as between the interests of the oil producers 
and the consumers of gas as a fuel and the producers of 
natural gasolire, namely the absorption plant, there is some 
compromisé position that can be adupted, that sufficient 
gas can be produced from the gas-cap to permit these 
absorption plants to continue their operatione True it 
is going to be a restricted amount. I realize that, and 
it was restricted down to some eighty million feet a day 
in the spring of this year. So far as my client is 
concerned seven or eight months or nine months have passed 
Since that order came into force. We have taken no steps 
to endeavor to upset ite It meant a sacrifice, a very 
considerable sacrifice but my client is not willing to teke 
the responsibility of saying that he is not required to 
make any sacrifice in the interests of conservation but now 


the suggestion is that they are going to push that thing 
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further, push us down and down until we are actually out 
of business in that absorption plant and that ts what wo 
say is not a fair compromise position, in view of the 
history of the field and all the investment whieh has been 
made in there and trying to balance all these various 
interests one against the other, 

That, Sir, is what we 
would hope to submit to Your Lordship, that the Government, 
we would ask your Lordshin to seriously consider whether 
a recommendation should not be made to the Government that 
it is impossible to get a theoretically perfect conservation 
scheme in Turner Valley, just absolutely impossible and that 
this compromise eound of which I have spoken showld be 
Walked on, even although it does involve some waste; that 
that wasse cannot now. in view of all. that has uappened, 
be entirely done away with. 

Tnen there is the further 
point, sir, and Dr. Frey unfortunately did not have any 
particular knowledge of the exude gas situation but we will 
show by evidence that a new well, a new erude well, that 
produces gas, that the gas from that well is very low in 
natural gas content put that as the well grows older that 
natural gasoline content increases- Now the obvious 
thing that should be done in our submission will bey, 
and steps have slready been taken by ourselves and by the 
Royalite, is that if it is deomed advisable that gas 
should be conserved in the cap, and I do not think anybody 
Would deny thet, that then the crude gas which is now 
being burned in the aiv in Turner Valley, millions of feet 


of it, never gets near an absorption plant, that the absorption 
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plants should gradually switch to the position where they 
are processing crude oil gas rather than gas-cap gas. 

Now that is something whieh tskdés time, partictlarly for 
the reason that I have mentioned that when the crude wélls 
first come into prcduction the natural gasoline content of 
their gas is very low and it is hardly worth while to 
process, until the wells becomes somewhat older but there 
is no reason why that gradual changeover should not take 
place. Mr. Mayland, our evidence will show, has spent 

a very considerable amount of money something in the neighbor- 
hood of $10,090.00 this summer, in laying new lines, new 


gas lines, to enable him to pick up the gas from these crudo 


wells as soon as he is able to contrect the gas and as soon as 


that gas is worth processing. Now then we have further 
submitted to the Board and we would hope to submit to this 
Commission that that is a further reason why no abrupt, 
precipitate action should be taken by the Conservation Board 
at this time; that a reasonable period, - it may be two 

or three years, no one can definitely forecast, - should be 


allowed in which that switching should he carried throughe 


( Go to Page 15,165 ) 
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In the meantime it would be a trémendous disadvantage 

to the entire industry and would be apt to elose those 
plants up if they stopped Operating. Probably they would 
he dismantled and moved away to some other place ané@ 

then we would be in the position cf wishing that we had 
them back when this crude oil gas is worth considering. 
And that, My Lord, is, I realize = have been very wandering 
in my remarks because I did sot uave them organized to 
Submit to you in this way, but that briefly would be the 
nature of the evidence that we woud ad@uce and the nature 
of the argument. we would put to the Commission, as to what 
you should make in the way of recommendation to the 
Government. 

THE CHAIRMAN: lL. guppose,: Mrs» Maharry , gour 
ecross-examination yesterday would indicate that relying 
upon the evidence of Dactors a Shew and Gill, that you 

say what your client desires could be given to him 
Without injury to the propulsive force in the crude oil 
£201.07? 

MR. MAHAFFY: That. My iord, is apparently 
the opinion of the majority of the experts who heve give: 
eviderce before this Commission. 

THE CHAIRMAN: You say that equally applies 

to the City of Calgary? 

MR. MAHATFY: {ft does to a very large extent. 
THE CHAIRMAN: I just want to extract now all 
your evidence about it, that is ail. 

MR. MAHAFFY: The Royalite Oil Company has 
gained control of 75% in area of the gas-cap. Now, the 
Royalite Oil Company does not need any Conservation Boar? 


to tell it to conserve that gas because it has a market 
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for the gas. Last year its income in the sale of gas 
was somewhere around a half a million dollars. ‘That 
has been going on for years and will go on for many more 
years. So naturally they have very considerably 
restricted the production of gas from the 75% area in 
the gas-cap which I have mentioned. That is, generally 
Speaking, the north end of the field. Most of the 
independent operators on the gas-cap are in the south 
end of the field and they only comprise about 25% in 
area of the gas-cap. Now, I think probably Mr. LeSueur 
would bear me out that the pressure in the north end of 
the field in the gas-cap has increased in most cases, 

in the case of most wells during the last 12 months, 

as a result of those wells having been closed in. Now, 
it is an engineering problem and it is a debateable 
problem as I see it, as to whether or not the withdrawal 
of gas in the south end does any damage either to the 
reservoir pressure in the crude oil area or does any 
damage to the reservoir pressure in the north end of the 
field. 

TH CHAIRMAN: And as to where equities lie 
in any event? 

MR. MAHAPFY: YES. 


THE CHAIRMAN: All right. 
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R. V. Lesueur. 


RICHARD V. LeSUEUR, recalled: 
Mr. Chairman, you do not wish me to make any statement 
to this? 
THE CHAIRMAN: I only wanted you to have an 
opportunity to, Mr. LeSueur, it seemed to me in case you 
were interested? 
Well, of Course, Mr. Chairman, we are very much interested. 
Po See, lr. wahaffy iS in the position, a he has pointed 
it out to us before, that the Conservation Board has 


made no Order? 


mes, Gui te. 


And he does not know whether the Order will be entirely 
satisfactory to him or entirely unpleasant. And it is, 
of course, reasonable that he should say, this touches 
the Valley as a whole and this is one of the problems 
Tien ig pPetore you. We are not concerned with it if 
tne Order of the Board is satisfactory. We are very 
much concerned if it is not, and since we have no power 
to command the Board to make an Order, nor any inclination 
to do so, we simply took the position that before we 
are done if no Order has been made we cannot deny your 
application and, therefore, we must and will hear you. 
Qui te. 

If that Hearing is to take place it will probably take 
place after you are gone. It seemed well that you 
should say anything that you wished to about it? 

Well, Mr. Chairman, I have already expressed our 
general attitude on the principles of conservation. 


Yes? 


That is that you have two schools of thought, or two 


fundamental principles working in conservation. 


One a strictly scientific one of absulutely efficient 
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R. V. LeSueur. 


production and the other the principle of maintaining the 
equilibrium between supply and demand. Our viewpoint is 
that the ultimate objective of either principle ig 
economic and that involves that the situations as they 
arise mst take into account the equities and the economics 
of the situation. So I do not think I am at variance 
with either what has been expressed by Dr. Frey or by 

Mr. Mahaffy. Now, as to the other statements made by 
if. Mahaffy, they are largely statements of proof which 
he will adduce in that general principle and working out 
that general principle. MThere are certain statements he 
made that I think I would like to speak to if the occasion 
requires but I do not think the occasion requires until 
the proof is in. 4s to the Royalite operations, we, of 
eourse, were curtailed the same as all others in the 
production in the gas-cap. We have adopted the means 

of reducing the throughput of our No. 1 absorption plant 
during the Summer months to a very low figure. The 
waste gas we send over to Bow Island for storing. and 

in the Winter months, of course, when Calgary demands a 
larger amount, we put the gas through our absorption 
plant, of course, before it comes to Calgary as a matter 
of prevention of waste, as is recommended by everybody, 
Bnd utilizing all the production you can get out of the 
gas. We have by this consolidation of the north and 
central part of the Valley brought that operation to 

as near a unit operation as we can and the market 
requirements which we have are to-day drawing a very 
small percentage of that gas, much lower than the gas in 


the south end of the Valley. The situation, however, 
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is different and we have no wish to impose hardships on 
anybocy. And, therefore, if the matter comes up there are 
certain equities there which I think should be consiuered. 
The question of the evidence we would like to go into 
when the matter comes up. Mr. Mahaffy has said that the 
Royalite refused to take Mr. Mayland's gas. I have no 
recollection or any such situation and I would want to 
look into it and see what actually did take place. 

Mr. Mayland had some discussion with me when I was here 
but it was not with regard to that. So I cannot speak 

at the moment. But if the question comes up we would ask 
the right to present evidence either along the same lines 
as Mr. Mahaffy or contrary to, as we saw fit. Bit fb 
Peracve that our general attitude is much the same, in 
she ganeral principle. 

MR. FRAWLEY: Is there not some difficulty 
about getting the gas, is it not a pressure situation 
that has been spoken of? 

There is a great difficulty and an cngineering problem 

in seeing what you can work out as to the tail gas 

from that absorption plant. That is largely an engineeér- 
ing problem. It may be impracticable and impossible of 
solution. We do not know as yet. 

It can be overcome but at a cost again. 
Economics enter the picture. 

Now, only one other question. You are just now building 
a new refinery plant in Calgary? 

ves, 

If for any reason you should be ceprived of this natural 


gasoline or casing-head, could you continue to make your 
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gasolines? 

Well, all the new plants have a special cracking system 
which makes the absorption plant gasoline less necessary 
but we still would use all our production, I expect. 

Ch yes, it would just seem sensible you should use it 
because it is a valuable product and you are making it. 
It is an almost necessary by-product of your Calgary gas 
contract? 

Yes, and it would be uneconomic not to take it out of the 
gas. 

Yes, and it would be contrary to the best conservation 
practices. So you have it there in quantity because of 
the size of your operations and, therefore, you very 
Meeety Use it in your refining operation? 

Quite so. 

That is as against the expense that might be involved in 
getting the same result in volatility by intensive 
cracking? 


Yes, by intensive cracking you could get more of your 


’ 
refinery gases but in the situation you shoulli use what 
fspere is.in Turner Valley. 

hed. So (1t is aoe a practical thing to be putting 
hypothetical questions to you. But I wanted to sound 
out with you what Mr. Mahaffy said. He said his under- 
standing was that these plants that we have in this area 
could not make standard gasoline without the use of 
hatural gasoline. Now, I frankly understood the contrary? 
That is largely an engineering problem but we do use the 


plant product in our refinery and I think we contemplate 


using it. 
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And you have not approached any other thought, thought of 
anything else because you had that contract? 

Yes, we will naturally extract everything, every by- 
product out of the gas that we can extract. We have 
considered a great many other by-products. 

You do not care to speculate as to the thing because it 
is not practical. You have the plant product and, of 
course, you are going to use it? 

Yes. 

THE CHAIRMAN: . i was just wondering, Mr. 
Lesueur, if you accept the view which :r. Mahaffy puts 
forward, that the gas-cap extraction is not going to have 
any serious efféct on the propulsive forces in the crude 
Pal area. Bnd accepting, as I understand both of you do, 
that equity must be recognized in any conservation system, 
which presupposes the recognition of the status gquc prior 
to some Government getting the bright idea that conserva- 
tion should be put in at all, and if your company and 

Mr. Mahaffy's company are the ones only concerned to any 
extent, might you not each with the help of your engineers, 
perhaps, meet on common ground for a submission to the 
Board that would do equity to everybody and would save 

a lot of fuss and law-suits that procced to the Privy 
Council. That is just an idea we throw out. We are 
Willing to hear the evidence. We are not dodging it. 

MR. HARVIE: On that point, just so the 
record will be clear, the British american Oil Company 
are shy interested. They have an absorption plant 
Mrethe Valley. It is not just these two I think maybe 


you are aware of that but in your statement you did not 
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meter to it. 

I may say on that, Mr. Chairman, that we are quite ready 
to discuss the matter around the table with anybody and 
that our gas engineers have been and are figuring we 
canvas any possibilities of meeting this situation in 

as fair a compromise position as is possible. 

THE CHAIRMAN: I suppose that equally applies 


to you, Mr. Harvie, to your clients? 


OR. HARVIE: Yes. 
TH CHAIRMAN: ~OW are quite Tight, \b shou 
have mentioned you as well. Well, you heard the 


suggestion for what it might be worth, irs Manerry. 

MR. MAHAFFY: Yes, ) My 2ord, 

THE CHAIRMAN: © The Board, you must remember, the 
Conservation Board I am speaking of now, necessarily 

has its difficulties too in arriving at what is proper 

and no doubt that is the reason for the delay in making 
ine Urder but if, granting everyore.an honest desire and 
Willingness to make an honest endeavour to help the 

Board, and grented an honest Board, of which I have not 
the slightest doubt, I do not see the difficulty of 
working out in time a scheme that might advantage 
everybody. That, of course, is not for us. Suffice it 

to say if the time comes that it is indicated that we 
should hear the evidence, we will. All right, Mr, leSueur. 
There is just one item with regard to integration that 

I might montion, Mr. Chairman. ‘hat was with reference 

to a point raised by Mr. Commissioner Lipsett as to 
looking at the over-all picture in integrated companies. 

I must confess I was somewhat confused as to the meaning 


of the question and of Dr. Frey's answer and if the 
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looking at the over-all picture is simply for the purpose 
of determining that there has been no manoeuver ing 
between one department and another department in the 
passing of profits or in anything improper why, of course, 
that is something that nobody could object to. ‘That is 
the right. Srv if itis toe go further then TI think 4% 
should be questioned, because the production departmen t 
of an integrated company should be compared with the 
production department of other companies. That is the 
fair test. Similarly refining vs. refining and marketing 
Vs. marketing. I do not think the over-all picture 
Should interfere with that. That is the only point I 
wish to make. 

MR. COMMISSIONER LIPSETT: I will te. you quite frankly, 
Mr. LeSueur, what was in my mind when I raised the 
question for discussion. The peri bd of the Imperial Oil 
Company, as disclosed to us, havé been based on the 
proposition that their crude oil was costing them this 
$1.20, which we have taken as the more or less stabilized 
figure? 

‘Yes. 

Now, what I was trying to look a little further at, 

was that that if in fact one-quarter or some other pro- 
portion of eaeey product of the Imperial Oil Company 
only ecst them 75 cents and we take that into the picture 
in considering whether the profits approach this excessive 
amount which, in Dr. Frey's opinion, might justify a 
Covernment consideration or interference. And that is 
one angle of it. The second angle, that I also was 


interested in, was this, that supposing by reason of that 
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cost of the refined product in the hands of the Imperial 
were lower than in the case of any of the competitors, 
would it be fair to the competitors to cut the price to 
the public, if price-fixing was thought reasonable, to 

a figure which would allow the Imperial Oil to live and 
make a profit but at the same time might result in the 
unfairness or apparent unfairness to the competitors and 
put them out of business. There were those two angles. 

It might well be when it was considered that there was 

no undue profits, either in the production or the refining 
end. LT want to know first of all whether we should go 
into that or whether we were precluded by the integration 
Or separate coOmpanics from doing that and secondly, whether 
we should take not the lowest cost pi-ducer but some 
reasonable intermediate figure which possibly might give 
the Imperial more margin of prozvit than their competitors 
vut at the same time would enavle the competitors to live 
and make a reasonable profit? 

Yes. Well, my feeling on those points, Mr. Commissioner, 

is that Royalite produces less than half of the crude 

that the Imperial takes. That on that crude it is 
entitled to the same position as any other producer. 

You would not say that ali the other producers are entitlec. 
to a profit and the Royalite is cntitled to none. That 
the Royalite mustsupply its crude at cost. That would be, 
I maintain, fundamentally unfair. And that principle, 

I believe, goes through the whole integrated operation. 
Further, Royalite, of course, as I pointed cnt, 22 4 
separate company with a minority interest and is treated 
by the Imperial on the distinct basis of an independent 


company in all its relations. It would not be fair to 
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penalize any one of the integrated parts by saying 

"You must operate at cost so that your total profit will 
Only equal the profits on the one other department." 

Now, supposing Royalite was a completely owned subsidiary 
of the Imperial. Would that, in your opinion, make any 
difference? 

That would not make the slightest difference, because your 
crude prices are controlled by competition. They are set 
by competition , and I think that anybody producing is 
er.titied to be treated without discrimination. Any other 
attitude would be discriminatory against the crude pro- 
duction department. 

Now, supposing that it was a completely owned subsidiary, 
might it not then be said that one operation should be 
considered from the point of view of what was a reasonable 
price to charge the public and that the ultimate benefit 
might be to put all of the producers out of business 

and if they be put out, to make it a unit operation, 

in the control and monopoly, if you like, in the hands of 
the Imperial, but thoroughly controlled’ 

That is one feature that I say that the authorities are 
entitled to look at, that you will not switch your profits 
from one department to another to the injury of anybody. 
But to each department, you would be entitled to be 
treated the same as other producers or other refiners or 
other marketers to operate. That is fundamentally what 

we think. 

wow, let me put this also hypothetical case to you. 
Supposing you put the price of crude oil, of which you 
control a very large proportion, supposing you put it up 


greatly higher. The effect of that might be, might it not, 
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to put each competitor out of business and while at the 
same time you can live and make a profit by reason of the 
fact you are getting 50% of your own necessary raw material 
at say 75 cents or 70 cents a barrel or some figure 
approximating that? 

i think the result, Mr. Commissioner, would be to put 
us out of business as well as other competitors. Because 
you are taking less than half your crude and you aré 
Subjecting yourself to the competition of white products 
from outside. That is going to force your crude price to 
tue, proper level. 

fs there not this situation, and I am asking entirely to 
get your views, is there not this, that there is around 
45 cents a barrel, on my hypothesis, of benefit that the 
Imperial has over half their raw material, as against any 
competitor’ 

No, 1 do not think so. The Royalite produces this crude 
on the same basis as any other producer in the Valley. 
And by reason of the Imperial ownership in that it is 
getting Bpproximately 50%---- 

Would you suggest that the Royalite cease going on to 
produce and to operate in the Valley because it will be 


alluwed no profit? 


No, I do not think it would involve that, woula it? 


That is pretty close what it would involve, I would think. 
It is a question of wether in the price of the crude to 
the consuming public this intermediate profit which the 
Imperial gets aia a not be taken into the picture? 


I do not think that would be just at all. 
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“What do you think is the INSGUIity Oe Vike 
{ think the inequity of it is you are penalizing the 
Royalite by not treating it the same as all other producers 
are treated. 
Mhat is you are penalizing it as a producer simply ‘by 
reason of the fact that Impcrial has a controlling interes‘? 
Yes, has an interest im it. 
tien you think we should first of all try and arrive at 
as to whether or not $1.20 is the correct figure? 
Whether that is the proper competitive basis. 
Whether that is a proper and reasonable figure from every 
point of view and if we once get to that conclusion let 
the profits go where they like? 
According to your efficiency ana your good operation. 
Efficiency is what everybuyiy wants in every way. 
Well now, supposing that it ever did become the policy 
of the Imperial Oi] to try to put competitors either 
out of the produrtion end or the distribution end, 
have they not a very strong weapon there which might make 
it desirable that there should be some Government 
regulation cr some Government control to ensure for all 
time that there was no unfair use - and I put the wora 
that way - of the power that they have under this 
Situation? 
No, I think the natural forces limit the use of any such 
position. I do not think that is practicable. 
Even if they wanted to do it? 


Yes, even if they wanted to do it. 


You think thet even with the power that the Imperial have 
in tne proauction end and in the marketing end that if 


they were ever animated by the desire to do anything 
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really unfair to the public that there is enougn competition 
to stop it? 

A There is enough competition. There are enough other 
factors that would prevent it from doing it. 
Lt just wanted the benefit of your views? 

A Yes, and I am glad to elucidate it. 

Q it is not any opinion at all of mine. There was one other 
general question I wanted to ask you, Mr. LeSueur. You 


take unit operaticyn as the theoretical disideratum? 


> 


I think the unit operation is the ideal operation. 
Q Is there any further approach, by co-operation or anything 
like that, by which Turner Valley could get nearer to 
unit operation or could get to a situatiom where general 
benefits to the Valley would be considered and become the 
dominating factors rather than the number of wells that 
Ono company or one producer would desire to drill himself. 
Is there any way in which either by a general scheme or 
by gome form of co-operation, whether with Government 
assistance or the conservation Board assistance or any 
én any other way, in which something nearer to unit 
operation could be attained than the present system? 
A I know of no suggestion I could maxe that would serve any 
practical purpose at the moment, Mr. Commissioner. My 
feeling is that in all dealings in oil operations one of 
the greatest factors necessary is flexibility. end wader 
the Conservation Bahan I pelieve you have flexibility 
in this way, that they are gradually determining their 
gas-oil ratios. They are gradually determining the proper 
forms and amounts of acidization. They are determining 
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I think as they develop these and, as I said, the trend 
of consultation with the engineers of other companies, 
I think it should work out to the maximum results which 
are possible. There are certain results in unit opera- 
tions which are extremely difficult under conservation 
or under multiple ownership, we might say. And thoss are 
the adoption of the method of pressure maintenance, and 
also, as the Chairman very well pointed out, to set on 
definite drilling programmes. They are very difficult 
under multiple ownership. And those are two advantages 
which unit operation has that multiple ownership could 
hardly attain. 

With your drilling programme, was one of the things that 
was in my mind, we had evidence from your companies! 
Sericiabs-tneat I think around September of each year 
a tentative drilling programme for tho following year 
was drawn up? 

Yes, we do draw up tentative drilling programmes. 

I was wondering whether there was any possibility of Such 
a drilling programme being tentatively drawn up by other 
owners in the field and possibly discussed altogether, 
as to whether it was enough or +90 much or should be 
decreased? 

Well, then, you come back to the old problem of 


voluntary agreement. Of course,the difficulty with the 


drilling programme, it would be admirable if you owned 


the whole fiel¢. 


Yes? 


And it is a very pertinent point. But the difficulty, 
as i see it, is this, Mr- Commissioner, that somebody 


will have to say who can drill a well and who cannot 
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Cpt. a well. You might have to say to one man "You 
must drill a well there," and he may not have the money. 
You have ali those elements to contend with. Then 
supposing vou do say "You mst @rill a well on that legal 
subdivision,” You immediately create one, 

StovOr Varee. perhaps, off-set conditions. . If the 
adjoining owner is another individual and, of course, 

each off-set.that is drilled creates other off-sets, 

Pee ae ownership differs. That is your hig trouble: 

Poll een 26, mio a lot of trouble. . And then there is 
this as to the off-set gituation. There are two sides to 
ieee ie Man wio drilis in one legal subdivision necegsarily 
brings up to the otner man the necessity of off-setting. 
But before he drills he can reasonably be supposed to 
have considered the situation and to have concluded that 
he will recover enough money out of that well to repay 
him for the $150,000.00 ur so he puts in. His adjoining 
neighbour, who will have to make the off-set has that 
amount of assurance. He may differ from him, but the 
other man’s opinion has some weight. And. he also, hag 
this, if he disagrees he can wait till the mar has taken 
the risk and proven whether he is going to get oil or 

not before he starts his off-set. ‘So there is some 
advantage on each side; 

I think it would be very optimistic to contemplate that 
arything like that could be done entirely voluntarily? 
heoree, with you. 

But I was thinking there would have too be some authority 
ultimately, ths Conservation Board or some other authority. 


I will give two instances; one is the instance of a man 


who might not be eble to heve ¢ well drilled. JI think thet 
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R. V. LeSueur. 
would be a very real difficulty. But the other case, 
where a man wants to drill, which would almost force 
hig neighbour to drill an off-set,might not that be a 
very proper case to have somebody else to say "Well, 
there is enough production for any possibilities in the 
future and we advise or we order that you do not drill 
an additional well that is not needed and so force your 
neighbour to drill an off-set." 
Well, against that, Mr. Commissioner, you have this, that 
your field may not be fully delimited and it might be 
rather unwise to not allow a man to drill. Every well 
drilled gives you more knowledge as to the Valley and 
then again, if you do that you are possibly putting a 
damper on individual initiative, which has been a very 
useful thing, to the public at least, frequently not 
to the operator but usually to the public. 
Rather disastrous to him? 
Rather disastrous, yes. 
Would it not be the very case where some form of co- 
ordinated body might be useful, supposing there was 
somebody coming in and venturesome enough should say 
"T would like to drill in another part of the field and 
prove that up." You could scarcely imagine any 
responsible body that would prevent that. It is more 
exploratory work than anything. Do you think that would 
be a real objection? 
Well, I am really afraid that any restrictive measures 
you put on drilling may work out more to the detriment 


of the Valley than to its good. A unit field 2e23s0 
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Me V. Leoucur. 
different. You can do anything you like to any part of 
it without dislocating the equities of the surface owners. 
Is there any suggestion at all you can make, Mr. LeSueur, 
that might assist the industry from the point of view of 
the rrovince and the public, that is to develup the 
natural resources in an orderly way, or does your view 
roil Gown to this, that one should leave well enough alone? 
Well, i think the Conservation Board as its knowledge 
increases will more and more perfect tes efficient opera- 
[7Ore 22 oe VYaltey ‘and i think that the actual drilling 
which is taking place, and which is showing unexpected 
tight spots here and unexpected production here, and the 
Peet trae your drilling is fairly expensive, will exercise 


“the necessary forces in not allowing other drilling. 


(Page 15,181 follows.) 
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I think the natural economics exercise quite a forde, 
because drilling is expensive and then their program 

of drilling means a terrific investment. 

Yes. Now I just want to ask you another question, liir. 
LeSueur, and that is this, does that large expense, 

would that not give a company like the koyalite or the 
Imperial or the Standard Oil, if they wished to drill so 
many wells, if they wanted to secure this whnle Valley 
or the greater part of it, by drilling they coulé re~ 
duce the prorata output for all the independent pro 
ducers, to such an extent that they could either put them 
Out of business—--~= 

I think it has the opposite effect, lir. Commissioner. We 
have to scrutinize very carefully our budgets each year 
because the tremendous, the investment for drilling is 
great and we have to limit it. It is just the opposite, 
that when you are drilling a large number of wells you 
have an outlay which becomes excessive. 

You do not think it would be good business from the 

point of view of the Imperial or the Royalite, to com~ 
pensate themselves on that? 

No, Z do not think it would be sound business. Our 
budgets have been creeping up tremendously in the last 
few years and we certainly have to watch them. 

iiAJOR LIPSETT: Thank yOue 

THE CHATREIAN: In other words, you think 
it is reasonable to suppose, that you do not want all 
your eggs in the one basket? 


That is true, sir. 


And you say that ycur drilling programs which have been 
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2 
carried out in the past, do not bear such a relationship 
to other drilling done by other people in the Valley as 
to lead to any particular conclusion? 

A Nu, that is quite true, Mr. Chairman. 

Q How du you feel, lir. LeSueur, on the subject of taxation? 


A Well the oil industry of course has been very heavily 
taxed both directly and also as a means of obtaining 
revenue from the publia. It offers in that way perhaps a 
very cheap mode of collecting taxes and the Government in 
theiv needs and pressure have taken advantage of that and 
I feel that taxation of the industry is extremely heavy. 
The putting of a sales tax on the gasoline which is sold 
necessarily, when it gets to a certain stage, restricts 
consumption and that is one feature which I think the oil 
companies would think it has gone as far as it possibly 
gan goO~« Of course under the direct taxes we do pay very 
heavy taxes. I think the Imperial in 1968 paid to the 
vanadian Government over $4,000,000 in taxes and their 
total earnings in Ganada were about 3g million; of 
course that is by reason of dividends received from 
South American subsidiaries to a certain extent but the 
results still stand, that that is what was really paid. 

2 MAJOR LIPSHTT: When you Say that, do you 

million over and above the 4 million? 


mean they get 35 


A Yes, they gct 34 million over and above the 4 million 


from their total Ganeadian operations and they paid the 


Canadian Government somewhat over 4 million. 


Q MR. FRAWLEY: The corporation tax on your 


South American products? 
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That includes income taxes on that, yes. 

THE CHAIRMAN; I am thinking rather of 

the tax on the industry in the way of the sales tax that 
the public is said to pay, you can put it any way you 
like, but it is a tax on that particular product? 

That ils true, yes. 

And 1 would sey that, generally speaking, when a man is 
paying cextain price for gasoline to put in his motor 
car, he has nu doubt that the oil company is getting it 
all, forgetting for the moment that a good part of it is 
Government taxation? 

That is quite truee 

Now it might be of interest, if we were going to carry on 
with this idea of putting on the pump what the dealer 

paid and what he is selling for, it might be of interest 

to add to the notice what the tax was? 

I think that is quite true. 

But I wanted to know something about, more than that, have 
you any views that you care to put forward on the theory of 
taxation, as to whether or not it was a sound thing to pick 
vut a product and say "That will be taxed", whether it be 
petroleum or cheese, as tu whether or not it should be said 


that “We will tax these who are able to pay", there are 


many views about taxatiou aud certainly taxaticn is beare 
ing, playing an important part in what the consumer of 
If you have 


petroleum is having to pay in this courtry. 


given thought t: it, as to whether or not it should be 


taken away from that particular product and spread all 


over, by some other form of taxation, I would be giad to 


hear abouts that? 
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A Your point is quite pertinent, ir. Chairman, but I 
really have not given enough thought to that ke fake 
any answer of any value. Of course our tax on 
gasoline is high in Canada. I believe the average tax 
all through the States is about 4 sents per wine gallon, 
whereas here it runs from 7? to 10 dents fur the Imperial 
gullon and the difference is quite marked, but as to 
the theory of taxation and how it should be spread I 
would hesitate to make ary pronouncement. 

Q That is a very interesting subject? 

a It ise 

Q When it ~8 said that the oil companies are getting too 


much money for gasoline, I would fancy people are rather 
forgetting the big portion of what is being paid is being 
paid to the Government in taxes, to supply the people 
with the services they need? 

A That is quite right. 

Q which may have or way not have any direct bearing on what 
that motorist enjoys, it is going into the general 
revenue funds of the Provinces? 

A 4 great deal of the taxes raised on the sale of gasoline 
have not gone into roads or other objects pertinent to 
the gasoline business; 

Q Yes, and I understand that both in sngland, in ungland 
as here, there seems to be a disposition on the part of 
Governments to frankly refuse to earm-mark the money for 


that purpose? 


A Yes, they regard it as an easy means of collecting 


general funds. 
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Yes,well what the Government may do as to any of our 
recommendations 28 One thing. but Gift there’ be something 
wrong about taxation and the industry can tell us about 
it, we would be glad to hear it and we will certainly 

say what we think about Le 2 

Yes. 

MRe FRAWLEY: I suppose, iire LeSueur, you 
are quite anxious, as appears in the evidence, that the 
Commission should do that, while you do say that if the 
gasoline tax goes so high it will restrict consumption, 
in this Province we are certainly marching ahead more and 
more every year and I find the figures show a 20% in 
orease from 1947 to 1938 and this year's figures, I would 
not want to venture a guess, but there is going to be a 
very nice increase this year over last year? 

I believe generally, lir. Frawley, there is an increase. 
Of course it is very hard to separate that inorease from | 
your crop conditions. 

Oh yes? 

THE CHALIMAN: And of course Mre LeSueur's 
point is that granting that as a normel increase, proper 
increase, it might be more still if there were less taxes? 
WR. FRAWLIY: Oh yes. The point I an 
trying to make is that down in Ir. Halverson's country, 
the taxes they put on may reflect itself un the con- 
sumption but hese we are in tre lowest class, 7 sents? 
Yes, you are not in the highest class but there was 
evidence in Ontario I believe from paper publications 
that the increase had restricted the sales ana I think 


did lower the revenue. 
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Q Yes, and I was just suggesting that we had not reached 
that stage in this Province, that is just the point, 
because certainly the over-all picture shows a very 
healthy advance from year to year? 

ry I think, Mr. Frawley, that the probability is you would 


have had greater advances if you did not have sv high a 


TAX 
Q MAJOR LIPSETT: i. was #Oing to ask you-+-=- 
A You might as well have had a trend from your cheaper 


products to your better produats, which would serve the 
producer better. 

@ MAJOR LIPSETT; Have you any information 
as to the consumption per capita in the Prcwince where 
the tax is 7 cents as compared with a Province where it 
goes up to 10 cents, have you any figures on that? 

PA I have not got them before me now. I may have that, 
irs Commissioner, and J will be giad to look it up and 

pecwit nave, it. 

Q MR. CAMPBELL: Is not the Province of 


Ontarinr about the highest today, 10 cents? 


A 5 ie 
Q Lna@ is not the increase in consumption there one cf the 
largest? 


A But the 10 cents -didn't go in until this year. 


fa Then apart from this year---~ 


wih » FRAWLEY: It is enly 8 cents in 


Ontario, it is 10 cents in the iaritine. 


WITNESS: 10 eents in the iaritime. 


Q MR. GAMPBUELL: Do you not think, tir. 


5 . © v nu 
Lefueur, the point has been reached where the revenue 
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of the Province would be greater than it isa if the 
tax was increased? . | 

That of course is very difficult to answer, whether the 
difference would be enough to alter the revenue. 

That is the point? 

You cannot do that without checking your figures pretty 
carefully and considering then. 

THS CHATRMAN; But that does not touch 

my point at all? 

Noe 

Whether or not a particular product should be sclected 
for taxation or whether or not a particular industry 
should be selected, I do not say it is right, there are 
different theories on taxation, one on property, one on 
those best able to pay and another which is a combination 
of both; however, you do not wish to discuss that at 

this moment. Now then what has been the effect upon con- 
sumption or in any other way upon the industry, firat, in 
the Province of Nova Scotia, second, in the Province of 
British Columbia, by reason of Government intervention of 
the kind which took place, would you say Mr. LeSueur? 
Well perhaps I can best answer that, mr. Chairman, by 
giving a slight resume of the Nova Scotia situation. 
Please? 

When the codes in the United States were in vogue or 

were being discussed for the purpose of stabilixing thoge 
conditions there and really stabilizing prices and get- 
ting rid of the chaotic conditions there , the example 


led to consideration of similar measures in some of the 


Canadian Provinces.» Nova Scotia l think was about the 
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first. We approached that with them nut in any hostile 
spirit, because we felt at the time there might be pos= 
Sibilities of real results frem those regulations and 
they were not prejudicial, but our experience over the 
last two or three years. since they have been bn 8 
that one regulation, that was the one which prevented 
the loaning of pumps, possitly did produce good re= 
sults. It stopped the loaning of pumps but at the same 
time we must consider this, that in Quebec and Ontario, 
just the ordinary pressure of economie considerations 
has practically stopped the loaning of pumps there; 
perhaps by natural force rether than by legislation. 

Now as to the other reg- 
ulations they have not produced the results anticipated. 
Thev are, I think, evaded with impunity today. They 
have not been satisfactory and perhaps somewhat damped, 
in being there, they have been somewhat of a damper on 
competition and they have not produced the results an- 
ticipated. 

One of the regulations was 
price+fixing. That came up with the Government, oh, a 
ccuple of times but they have rot followed it and the 
marketing prices today are competitive with Gulf, based 
on Gulf, plus freight and handling. That is the general 


picture. 
Of course in British 


Columbia, you mentioned that also, Gnat is more or Zee 


in Status Quo depending upon the decision of the Supreme 


Court. The Boar@ there put in an order but that order 
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by agreetient between the parties practically, while 

the litigation is being decided. 

Du you taink that any code is, if only a code of ethics, 
about carryirg on business in a legitimate way, instead 
of competition under cover and so on, would be an ad- 
vaniage? 

We do not think so, Mr. Chairman. I did prepare a little 
statement on that. 

Yes? 

Which I .1ight read if you desire. 

Please? 

And it perhaps will give it from more angles than I 
could by an extemporaneous statement. 

In considering the 
question of regulations we in Canada have an abundant 
source of information in the history of the pet~ 
rnleum industry in the United States. The industry 
in the United States is the Largest in the world and 
has, in the process of its development, gone through 
an extraordinary number of difficult and hectic site 
uations and the prublems which have arisen and the 
solutions of those problems which have been attempted 
with varying success furnish us with a history from 
which it woulda be folly not to benefite- Dre Frey has 
given us the benefit of an intimate knowledge of that 
history which I envy, and I trust I am not misinter- 
preting his evidence and am not wroag in my inter-~ 
tretation of the history of the American oil industry 
when I conclude that in spite of conditions at times 
much more disordered than we have experienced in 


Canada, the history of the American oil industry in- 


; A : 
fe Dupe Saat 4 ~~ arr 


me 


We wig Hee i. 


nt. 28 aaxoabors 


ae, ae 
ai ae ae 
nF OR Oe de Baers oe 


Re Ve LeSueur 


Cd 
10 


- 15,190 - 


dicates that regulations should be avoided wherever 
possible, that they tend to interfere with compe t= 
itive forces, are difficult of enforcement and usually 
proiuuce results and complications not foreseen. Tt 
may be worthy of note that the main efforts at 
regulations in the United States were for the purpose 
of reotifying chaotic marketing conditions and stab~ 
ilizing price levels and, apart from this, little ef- 
fort has been made, so far as I know, to adopt a system 
of regulations. 

However, the example set 
by the United States in the codes proposed for ethical 
practices in marketing did cause a trend in certain 
sections of Canada for the introduction of similar 
measures. Some were introduced amd in general related 
to the regulation of competitive practices in market- 
ing. They have not, to my mind, either from the stand- 
point of the consumer or from that of the industry, 
produced the reaults anticipated. Our experience of 
regulations in Canada is not intensive but it leads us 
to feel that regulations should only be adopted in case 
some substantial evil exists which will not likely be 
corrected by natural forces within the industry itself. 
Regulations are harmful unless they are workable in 
practice and if adopted, should be enforced without 


discrimination and equally against all parties in the 


industry. The result of lack of enforcement is that 


the entity in the industry which endeavours to strictly 


abide by the regulations is placed at a disadvantage 
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and a canopy is held over the entity not observing the 
regulationc, with the result that the free play of 
competitive forces is hindered. On the other hand, 

if rigidly enforced, they may well have the tendensy 
of freezing initiative and encouraging inefficiency 
iii business. 

The reguiations which are 
commotly considered in formulating a ocxde of marketing 
practices usually refer tu the loaning of equipment to 
dealers and the financing or ntherwise giving assistance 
to dealers and our total expense in Alherta, for 1938 in 
connection with these items, as pointed out in Mr. 
Halverson's Exhibit No- 414, was only $14,362.04, or 
approximately 1/14¢ per gallon on our tctal direct 
gapoline sales in Alberta. This would naturally lead 
to the coneclusicn that such regulations were hardly 
worth while and would probably be more expensive to 
enforce and productive of more ine onvenience and pos- 
sibly harm than represented by the amount involved. 

3 We have already stated 
that we feel that conservation has been a Leneficial 
measure but, apart from conservation, we have been 
found to consider that regulations and cures for ills, 
that usually loom larger than they really are, are 
necessarily artificial and tend to contravene and re~ 
strict free competition in the industry; that free 
competition over the long swing will iron out and our- 
rect conditions prejudicial to the public interests 


and thereby prejudicial to the iniustry with less dis- 
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location and with greater and more permanent effect 
iveness than regulatory force, which usually develops 
uuforeseen results. May we presume to express the 
view that the prudent function of Government with re« 
gard to industry is, apart from extraordinary cgon- 
ditions where the natural forces of competitiun break 
down, to interfere as little as possible with the 
free play of legitimate competition which we feel to 
be the soundest and most effective way of assuring 
proper treatment of the public interest. May I be alé 
lowed to add that in most large companies there is tco- 
day a viewpoint quite different from that generally 
Supposed to exist; most large companies fesl that the 
publiso interest and their own interest run along 
parallel lines. 

As requested Ly you, Mr. 
Chairman, we have given carertul consideration Te 
your question as to any possible legislative measures 
tO help the industry and, while we are in favour of 
co-operation between Government an‘ industry, we feel 
that any measurea which introduce rigidity and lack of 
Plexip lity wn “thé industry or interfere with’ in- 
itiative and the natural play of competitive forces 
are harmful and to be avoided and that legislation is 


_ ew | oon shes ‘orees which, 
more likely to hamper than te aia unese forees which, 
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under existing conditions, are serving vo produc 


the very results which that legislation would probably 


be intended to accomplish. 


rod, 20s 1eur. with respect to 
Have you any suggestion, sir- Lesvet: St 


any regulations or laws that are in forte, that you 


think should be altered? 


vane) 


ie Ri i © 
a aaa ia) Parke 
Mit! hae ae | Bo ad a hi i . 
~towthe dws” Sym, bas < thdaiens aebieDt g tc oi 


Pe i i ra 
A iy Ce Mo. ear FI ‘ seth eked Fok : 
Tr el 


i apoleres wine sole, pono peor eis ate 


VUE Gace 


el ae age in 
/ re, i { 9, aoe . i 


. * 
ssa Bal beset 
Sa a, 


} ee: GR et ae ae eyr% ree “oi ( to ¥ a 
4 F, , lef Di 


4 Air sheeat iets HE AN tbat, ap ay Oe es Ae Ba omy ' ; . 
. . Reis Wake dea tes ae Nowa ; ee f : ries 
) * . 2 ; eel Pa eae J he zah, ft 
| | ah alt, ae ae *soeall 
. h | . 
[ ‘| “ " ie ye 
r hi, C} t e 
& oe ‘ ve 
on ' } we i 
; y gn ee f ier : 
ei eh, a 
s oe ey mee t 
NM ras nies Last? i Sy th rit 
‘ os eR ie aan Ne oe 
e ial ue ; 
Ay mn bi u A 
¥ " 1 nea Ww ‘sf, ‘be # 
fi 
mn ae 7 
: : ae 
vn Suni Cony oy Bees) 
ri al i . A 
* 4 ot % 4 . 
f « 
aK iM 
‘i Ks Hy 
an aaa P 


7 : at 
Aad, 3 es * iy 


i if + i 2 Caer) ¥ rai cus? a e 


a in era ght hk: 


i 


shy a eee "fe | nbs Bie 


Re V- LeSueur ~ 15,193 = 


Cd 


13 

A I have no specific statements, Mr. Chairmar. TI have 
tried to express general nrinciples which we feel is 
best for everybody. You have today on the Statute 
books certain Statutes which contravene those, whicen 
today I do not believe are being enforced and I really 
have no specific suggestions. 

Q Have you in mind the Statute you refer to? 

A Merl | think the Licencing Act, I do not know the exact 
name » 

Q MRe FRAWLEY: In this Province? 

A Ys. | 

Q mms Fuel O11 Licencing Act? 

Q THE CHATRMAN: What criticism co you 
make of it, Mr. LeSueur? 

f Well I just make the general criti tm outlined in my 
paper, that IE d> not think regulations serve any real. 
purpose. 

Q Now Mire LeSueur, from the standpoint of the industry 
and you say their interests rui parallel with those 
Oa, the GOns 1ser-~--~ 

A L believe thet is true, iir. Chairman. 

Q You say that a viewpoint whish permits of modern in 
dustry surviving is the right one* 

A That is quite true. 

Q The days of piracy are gone? 

A They are passed definitely. 

Q Now then, having that in mind, have you anything to 


suggest to us, I take it that you do not assume every< 
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time in sight for the industry? 

A Ido, yess. 

Q Do you think of anything that could be of immediate ad- 
vantage to the industry, that might be brought about by 
any Government or body that it might set up, anything? 

A YI do not, at the moment, lir. Chairman. I think I have 


expressed my views on the consultative and comwoperative 


feature. 
Q Yes. 
A That 1 believe is.a sane attitude in the matter. 
Q Have you anything to add that you think would be help- 


TUL tO Os, wir. LeSveur, in assisting us to make a report 
Which may provide some difficulty to us in doing so? 

A Yes, it is quite a difficult task I realize, Mr. Chair- 
man, and I really do nct know what I can adde 

Q We certainl want to feel that we have tried to extract 
the point of view of the ...dustry as well as 
of view of other people? 


A Yes. Well I believe we have today alli that I would say 


some things that I have prepared on competition, I 


believe unde. existing conditions the play of competition 


Gan accomplish in a flexible manner, most of the ob- 


jectives which legislation would attempt and I believe 


that other competition is becoming severer every day as 


your communications improve. The whole worid is being 


brought closer tugether and all the fcrces which go to 
make competition are being prought together in different 


4 kogepner 1 thei 
forms and so on, very much closer together, and their 


4 1- wn ie 1OoOr 
forces impinge upon the whole industry with much more 


success than otherwise would happens 
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You have a memorandum on competition? 
Yes, I have a memorandum on competition. 
We would like to hear it? 

The subject cf whether 
or not competition really exists in the oil industry 
has already been discussed in considerable detail but, 
at the risk of some repetition, I feel it worth while 
to briefly summarize certain explanations ard fasts 
which, in my opinion, establish beyond cuestion that 
the oil industry is subject throughout its different 
phases to keen competition. ‘The charge that there is 
not competition seems to be largely due to the fact 
that as the leader in the particular district raises 
Or lowers prices the rest of the industry usually 
follow and as this following is evidenced by price 
Ghanges at: ali service st2tions, which are close to 
public observation, the general impression of lack of 
competition gains general credence. 

This phenomenon is quite 
readily explrinable when we examine this practice in 
detail. All companies keep very careful watch of 


two pivotal factors:- 


(1) Whether their share of the business is 
being Ciminished-. 

(2) Whether any competiter is endeavouring tO 
acquire some of tneir business by Lower 
prices. 


The usual method of attempt- 


i 7 nly posted price 
ing to increase business is not by openly p D 


cits but by secret price cuts; discounts, etc., and one 


of the main evidences that thie is going on is by a 
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competitor gaining extra business, Any such practice 
usually affects the company having the largest volume 
of business most severely and that Company. LpcG 
judges the cut being made to be more or less per~ 
manent, must move to meet that cut. The company with 
the largest share of the business being most seriously 
affected is usuaily the first one to meet the cut and 
the smaller operators immediately follow hecause they 
have to meet this cut or lose husiness; further, they 
have also mest probably been subject to the con- 
ditions produced by the price cutter, though to a 
lesser degree. Likewise, in case said cut has been 
merely temporary, or in the case of increased costs 
through a rise in price of raw products or otherwise, 
the smaller company usually waits until the company 
having the largest share of the business moves and 
reises prices to meet this extra coste The others who 
have felt the same influence of increased cost and who, 
ef course, desire to get the highest price possible 
uaturally follow in order to enjoy the benefit of the 
increased price. In summary, therefore. so-called 
price leadership in the petroleum industry boils down 
to the fact that the company with the largest share 


of the business usually bears the onus of formally 


recognizing current conditions. 
The facts and conditions 


which in actual practice exist and under which the re- 
finer and marketer must carry on are; in my opinion, 


as follows: 
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The cost of his erude 
oil and other raw materials, representing about 80% 


of his refining cost, is set by competition and can- 


not for long be out of line with the prices detern-= 


ined by competitive forces; the prices at which he 
Sells the petroleum products made by him are also 
fixed by competitive forces to which he must bow if 
he is to survive. Between these two poles, the one 
existing at one end of his operations and the other 
at the other end of his operations, he must maintain 
himself in a healthy and vigorous condition and he 
can only do this by bending every effort to maintain 
@ high degree of efficiency throughout his operations, 
by keeping alertly in contact with technological pro- 
gress and, if possible, by himself discovering tech- 


nological ‘improvements in order to lower 


his costs or improve “the quality of his products, and 
finally he must never cease in his efforts to obtain 
as large a volume of sales as possible because his 
volume of sales is, in reality, his load factor and 
reflects back on and affects, directly and immediately, 


his costse This volume of sales necessarily varies 


from time to time, not only by reason of his com 


petitors' efforts, but also by reason of general 


economic couditions, such as:- good or bad crops, 


high or low industrial activity, states of inflation 


or deflation, and so forth. The size of the profit or 


the amount of the loss of each respective refiner and 


it 
marketer depends on @ series of uncontrolled conditions 
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which vary from year to year and on the character of 
his cperations between the above two poles at each 
end of his industry. Competition appears tu be the 
one force which can nicely correlate the multi- 
farious factors which exert an influence with vary- 
ing force and at varying times and work out an cvere 
all. equitable result. 

The fact that there is in 
reality very keen competition in the business is den- 
onstrated, we believe irrefutably, by certain facts:- 

(1) The prices of petroleum products have shown 
a consistent downward trend over a long 
pericd of years and this downward trend is 
more pronounced in petroleum products than 
in other articles; this fact can only be 
accourted for by the keen competition in 
the industry, which has forced those in it 
to pass on to tho consumer any benefits 
derived from lower costs or improved pro- 
CeBSES. 

In that connection, I 
might refer to the Petroleum Facts and Figures, that 
is the dition, 1939, which at nage 119 show that in 
the United States, taking 1923 as 100, gasoline prices 
exclusive of tax, droppe& from 100 in 1924 to 66.8 in 
1938; that crude dropped from LOO Te 1922 to 80.9 in 
1938; that clothing dropped from 100 in L926 0, veer 
in ead, “Rousine from 100 in 1923 tc 8761 in 1938 and 


faul and light from 100 in 1922 to 85 in 1958. 
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I might also refer to Alberta, which I think Mr, Halverson 
dealt with in exhibit 315 already filed before this Royal 
Commission. These figures show thet the index of po sted 
tank wagon prices cf Three Ster gasoline at Calgary, teking 
1954 as 100, had by June 21, 1938, declined to 73.3 and 

of course there hes been a further drop in price of 4¢ per 
gallon made on October 25th of this year. Conpared with this, 
the Seerle Grain Company index of prices of things Cenadian 
farmers buy, taking 1934 es 100, has steadily risen until 
muerescnsd 110.5 in 1938 end the Duminion Bureau of 
statistics -. Index of General Level of Cenadian Wholesele 
Prices - also taking 1934 as 100,shows a rise by 1938 


fe lO 63's 


The second factor which I 
mould like to point out is that Imperiel Oil's shere of the 
available business in taxable products within the Province 
Of Alberta, exclusive of jobbing business, dropped from 
meer in 1954 *o 31.05% in 1938. This loss, I can assure 
you, has been sustained in spite of all the efforts which 
Imperiel Oil has been able to put forth and is a very 


definite proof of the existence of competition. 


(3) Again, the building of a larger number of distribution 


outlets then wes necessary, mostly done by new distributors 


seeking part of the existing business, evidences keen 


volumetric competition for the market. t would appear, 


however, thet competition for business bz this method of 
building outlets hes largely cessed, that the natural force 
of this expension hes reduced margins and forced a realiz- 


ation that this method is unhealthy for sll parties, 1a- 


cluding those who used it, end cur records indicate that as 


the total consumption in Alberta gradually inereeses - and 
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it has hed se marked increese in the last five years - the 
volume of sales per outlet is increasing while the gross cost 
of distribution is remeining stationary, even with the in- 
creased benefits and wages being grented to employees in 

the industry. There is, therefore, considersble evidence 

to suggest thet the forces meking for continued over-ex- 
pansion in outlets heve passed their maximum and a reversal 
is under way end that this position is being corrected in 

@ gradual wey without any severe dislocation in the industry 


or herdship on the employees. 


(4) Another fact to bs noted is the increase in the number of 


independent refiners, independent producers and independent 
distributors in the Provinces of Alberte and Saskatchewan, 


Which is evidence of a highly compstitive business. 


(5) All large companies ere today spending large sums annually 


on research and the mein urge under which they make these 
large investments in research end in the cansequent refinery 
and other improvements is competition. J have not the exact 
figures here but know that our compeny in 1936 spent over 


“200,000.00 in reeserch and experimentel work and 1958 was 


not an exceptional year. The speedy pace of technical ad- 


vence, particularly in recent yeers, has resulted in lower 
costs, in improved processes and in better quality of products 
end these benefits have been passed on to the consumer under 


stress of the keen cor-petition for business. The steady 


downwari trend of prices in spite of the large investments 
made by reason of repid technological advence is reflected in 
the comparatively small returns made by oil companies to 


their shareholders, over the past few years. 
The question of the existence 


of competition in Q brand gasoline has been subject to some 
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discussion. I do not know that it is necessary for me to 
mention it because it has been pretty well threshea Out. 
I might just add generally this to it that the weight of 
evidence has [I believe, been definitely that competition 
exists but it may be worth while stating that we believe 
definitely that competition does exist. Our reasons are 
that nit brands of gasoline are marketed by practically 
all the distributors in Alberta - Imperial Oil, British 
American, Texas, Norah oter, Cenedian Oil, Great West woe 
Mmepucors Gos end O11 Products, etc. Hach of these distrib- 
utors is endeavouring by whatever meéns he has at his dis- 
posal to obtain as large a portion of the Alberta Q brand 
market es he can. iach one has obtained a portion of 
the merket. ybu thus heve definite volumetric competition 
mere -pecyive of price. As to price, the price of $=star, 
Bsso end @thyl has dropped 7¢ within the last few years, 
@ more rapid and larger aggregate drop than hes occurred 
in any other part of Cenada. Only a part - approximately 
one-half - of that drop is represented by the drop in raw 
material prices, including that of crude oil, end the rest 
can be ascribed to competition, efficiency end other factors. 
For these reasons, Mr. Chair- 
man and Mr. Commissicner, I submit that it is reasonable to 
conclude thet the facts above outlined would not exist if 
there had not been competition and that the degree of move- 
ment which they show could not heve occurred without 
severe competition. 


THE CHAIRMAN: Have you any other memorandum 


Mr. LeSueur. These are all of great interest to us end 12 


you have anything further to say? 
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V. LeSueur 


I think thet covers all the points mentioned by you Mr. 
Chairmen or by Mr. Frawley. | 

I wented to ask this Mr. LeSueur, not to re-cover the 
ground already covered but I think your position was with 
respect to these contracts in the field that you felt they 
were desirable from the standpoint of having a back-log 

o£! supply for your refinery? 

That is the case. 

I just .anted to consider it from another standpoint, if 

I might, for a minute. You know of course thet there are 
some people who have been before us who are very strongly 
of the opinion that a wider market should be sought for 
Alberta crude oil and in particular at least the Manitoba 
market. Because of this evidence [I invited your opinion 

as to whether or not it was practicable to gst a pipeline 
to Regina and you seemed to think it was, from a commercial 
standpoint, ea feasible thing. Now the fact remains thet 
the Imperiel has not built one and that you are now enter- 
ing upon conSideration of it anew with other engineers who 
have been considering the seme problem. And so I do not 
wish to dwell upon that at the moment, but what I do went 
to know is this, supposing it were right thet through the 
medium of chesper transportation provided by the pipeline 


that Turner Valley crude could get into Manitoba as it 


would then be possible according to your evidence; and 
supposing in the end your company or any other company that 


immediately hes the project in mind would say, “Well it is 


our judgement that the cepital expenditure is too great hav- 


ing regard to risk involved and the possible return on the 


é . it x, 
money." Yet there might be other people who said, “Well we 


do not share thet point of view. We think thet the capitel 
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Lesuear : 
required fcr an adequate pipeline that ners to the future 

as well as to the present might be yesPoaen security 

Or withoat eny greater hazard than we would expect the return 
to justify and we will put in a pipeline." Then would not 

the whole field being tied up with contracts, for the life 

of the wells then in existence, have a very great bearing 

on the capital expenditure of anyone other than those who 

have in the main got the wells tied. 

Well I would think that would result in this Mr. Chairman 

thet the pipeline would naturally supply certein refiners 

whe would nave to make sheir nominations and the allowable 
would be fixed and I would say that irrespective of these 
contracts, whatever the requirements of the market were 

for crude would have to be supplied. Theat is not merely 
@amatter of grace. I think we would be quite willing to 

aes bua in practice we could not store the crude which 

these producers would be able to produce and which we would 

not require ourselves. we would have to find an outlet for it. 


Whether it be there or not we need not discuss it as a legal 


problem. 

Quite 

But whether the power be there or not, as J understand you 
the point is conceded dy you that there should be the power 
to override any contract -- 

Well I always hesitate in giving & power to override contrects. 


The sanctity of contract is perhaps the basis of our whole 


structure. 


I appreciate the importence of it and thet is why 1 em 


examining this particular crude position. 
It is a very dangerous step I think to accept the principle 


of breaking contracts. 
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Q Right, 

A But I do not know practically thet that situation would 
arise. If the field is going to produce the amount required 
tc build a pipeline it will mean a great derl more drilling. 
Further your old wells are declining each year and your 

new wslls under your new production are going to produce 
a large proportion of your production, 


This _mey never happen but just suppose a cage - this 7s ‘an 


& 


entirely suppositious case, that the smount of crude thet 
we nave in sight right HOW in your view would justify the 
building of a line to Regina and that now for any reason 
Whatever you do not wish to build thet line, 

A Y1Sé. 

Q (Cr do not have the opportunity or anything else you may 


Wish to assume. It does not come to pass through you 


let us say. 


A Yes. 


Q Then is not the circumstance that most of those producers 
of oil in the wells now producing or contracted to you have 


a bearing on whether or not another investor of money wuld 


put that mcney up? 


A Well I do not think so. In fact it would not Mr. Chairman. 
But as an assurance he probably would oome to us end clarify 
his position and there would be no hesitation in clarifying 


that position because if we could ship through to Regina 


more cheaply then we can do it now we would certainly do it. 


Foonomics would force us to it. If other people ship it at 


the cheap mes we have to ship at that rate to compete. In 


practice of course if these wells had that elloweble we have 


to disvose of their allowable. We cannot store it. Tt ds 


too expensive. 
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) It strikes me if I were going to invest 50,000,000 in 


a pipeline I would have to be safes and sure -- 


A You would go to us. 

Q Thet I would get the through-put. 

A yes, quite. 

Q I would have to be awfully sure that it was not from oil 
thet someone had solemnly agreed to give someone else. 

A Well ET think I can assure you - it is an assurance and I 
understand it is not a contract - thet the present policy 

would prevell with us, that we would see that the demand 

was supplied. 

9 What I approach is since you would do that cén you conceive 


of anything harmful then of it being put in the power of 
anybody to assurv to that investor~ who might look on that 
acsurence with greater skeptisism than we do, this outside 
gentleman with 450,000,000. He would have to be very sure 
now of what he has and what he has not. 

A Thetis true. 


Yes 


A T-would think his first place would be to ses us and gét 
a better understanding of the situation. Then if there 


is no reasonable solution of course he might go farther. 


2 Now Mr. LeSueur one thing more. It may be thet I should 


be asking this of Mr. Halverson but no doubt you speek 


for one enother as well as for your company. And I am 


asking you at the moment but if; you, prefen, toy refer, i a 


him well end good. Is there any great force in the suggestion 


thet we have had that the farmer who comes in to town and 


take his gasoline, takes it home himself should get it more 


cheaply than the man who has it carried out to him? 


A Theoreticelly there is logic in the suggestion I think Mr. 
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R. V. LeSueur 


Chairman, but in practice I think perhaps the system now 
adopted does not work any injury to anybudy. It means you 
are getting more volume in that phase and your volume is 
your load factor. You are the same as all stores are 
adopting some such reasonable measures as you can to main- 
tain your volume. In detail Mr. Halverson can speak much 
better then I cen but that is my general picture of it. 

Q ieem not forgetful of Dr. Frey's illustration of the Hudson 
Bay blenket you know, 

A ves Quite. 

Q But it seems ea strenge thing that a man will come 25 miles 
for his gasoline and he has to got to pay precisely the 
Seme price as if he had it carried out to him through mud 
or snow or anything else. 

A I suppose the result is most of it is delivered and probably 
it is a very great convenience to him at certain times. 
MR. FRAWLEY: At a cost to your company to 


deliver to him? 


A On the average I do not think so. Your average possibly 


evens up. 


THE CHAIRMAN: You think he buys more because 


it is delivered to him? 


A I think your volume is more yes. However, es TL say Mrs 


Halverson is more familiar with the details of the actual 


operation then I am but thet is my general picture. 


MR. COMMISSIONZR LIPS#TT: I suppose the general picture 


Will be oiarifieé to some extent by the experimentel action 
Of the British Americen’ 
A The two systems will possibly show ~~ 


There will be an opportunity of comparison on both deliveries? 


A Yes. 
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MR. FRAWLEY: I have quite a lot of things 
to ask Mr. LeSueur and I think I can get rid of some small 
matter before lunch. You spoke about .regulations and the 
Chairman pressed you to say what in this Provinee you 
thought was of ae restrictive nature and you pointed to the 
Fuel oil Licensing act. Now if I am certain of one thing 
it is that you do not want to be misunderstood at any time. 
t am sure you do not want to condemn these so-celled, "Bus- 
iness practices regulations," without having them brought 
PemyoOurvatvention end I em going to take the time to get 
you to either agree or disagree with the propriety of the 
Simple little so-called business practices which exist -- 

A Mr. Frawley I can answer you in one word, thet the general 
Primciples which I have laid down here can be epplied to 
S@ech one of those as the circumstances exist. I do not 
believe thet regulations serve the purposes they are intended 
to serve. 

Q I do not know thet I understand you. Let us take the very 
first, #28. "No licensee shall conduct any lottery or games 
of chance for the purpose of promoting the sale of fuel oil." 
There is not enything wrong in the world with that. 

A I do not think that is done in prectice and I do nct see any 
use in thet. 


Then you are surely negative about them. 


— 


A Instecd of going over each one the general principle is I 


*do not think that you need them. 


Q Oh I did not understand that end I have something to say 
abcut that. I understood you to say they were restrictive. 


A I think any regulations are inclined to be restrictive. 


Q That one is but you would not say there is anything wrcng 


ebout it. 


A In our practice we do not intend to do that. 
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0 There is nothing really restrictive about that, unduly 


Restrictive about thet. I do not want the condemnation 
to come from you thet you did not intend -- 
A I am uot attacking any legisletion in Alberte. T would 
pou,cO thet, What I em saying is I do not think regulations, 
as far as our experience goes, or any regulations of which 
we have had experience, have served any real purpose. There 
was one thet I made an exception tc, that order permitting 
of loaning of pumps in Nova Scotia, It did produce results 
but the same result has been obtained in Ontario and Quebec. 
Q May I take it then you do not desire to condemn these ten 
Preratvecn regulations, which is all there is in this Act 
except some licensing provisions? 
A Z do not condemn enything in the Act Mr. Frawley. I am 
just speaking of general principles. 
4 You do not want to say then there is anything restrictive 
of your own business practices? 
A Pao not po that fer. I am not acquainted with it now in 
detail. I am making the generel statement which I think 
as a general principle is sound so far ss jf can see it, 
Q T think I understand you but I just did not want it to be 
left in the evidence that you were compleining of these 


regulations being unduly restrictive. 


7 


A Well I do not know just how far they heve been enforced 


Mr. Frawley. 


, tact ag i01 to save time 
Q Thet is something else. I am just aS anxious | 


as you afe but would you do me 4 personal favor of looking 


at Part 5 of these regulations ~ beceuse there ere some 


other people who say they are torrible things they just restrict 


Mr. Plotkins so he saysand I want to know the Imperial Oil 


ini j * s rather important. The 
Cumpany's opinion. I think it 1s rauner iM} 
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Government: had some purpose in putting these things in and 
Belmieht be said by somebody like Mr. Plotkine they were 

put in to suit your company. 

If you will give them to Mr. Nolan I will take a look at 
them and see whether I have enything further to add. 

I did not want any misunderstanding that these were being 
condemned out of hand unless they deserved it. 

I had no intention of condemning any action of the Alberta 
Government or any other property. 

I am not here defending this Statute but I did not just want 
anything on the record that you did not intend to say. 

MR. COMMISSION sR LIPSETT: You did not want him to express 
an opinion &S to his view about lotteries. There might be 
@ difference of opinion. 

MR. FRAWLEY: Yes perhaps there is sons thing 
in that Mr. LeSueur might say was a good idea. 

1 did not get that. 

MR. COMMISSIONER LIPSETT: We were just making an obser- 
vation on lotteries. 

MR. FRAWLEY: Now you said a lot hau been 
said sbout competition in Q end 1 agree there has been a lot 
said. There has been no independent, only two selling Q 
gasoline excepting those independents who heve perforse 

been required to buy it to complete their line of products, 
that is a fair statement is it not? 


Well they have been in the business and the reesons for them 


being in mr. Frewley, is their own. I expect they wanted 


to round out their products. 


One would not expect thet you would find any price competition 


from Gas and Oil Products purchasing their Q gesoline from 


your company end re-selling it against you in the market? 


ay 
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A Well IT do not know. Possibly not in deciding the price but 
otherwise I do not know. The point is they have been part 

of the market. 

Q That 18 right, but at no time have the Gas and 0il Products 
in selling the Q which they buy from you, at no time have 
they put the price down, 

A I do not think they put the posted price down. 

Q The posted price down? 

A Wheat they have done I do not know but they have been part 
of the market. 


Let us put it this way, none of the indzpondents then hes 


cw) 


at any time manifested presence in the merket by putting down 
the posted price of Q. we can say thet can't we. 

A Mo. I would put it this way. I would say the independents 
had menifested their presence in the merket by teking De ee 
market and compelling to anextent the cuts we have made. What 
other means they have teken 1 do not know. 

Q I understand that. Then we are in agreement I think, you 


Cennot point to any instance where the independents who are 


only jobbers and re-sellers of Q, heve put the posted price 


of that product down. 


A eagoenot Know of any. 

9 That is so is it not? I am like the Chairman, I do not know 
how much to pursue this with you. 

A The evidence as given has covered thet as to what has happened. 

Q I thinkthen perhsps we can teke it ~ Mr. Helverson is here 


to correct me if I am wrong, because I cannot proceed further 


unless we get somewhere Mr. LeSueur - but I em putting it te 


you thet the independents have not et any time in this Prov- 


ince put down the posted price of Q. Is not that. so. ae 
Halverson as far as you know? 


MR. HARVIE: Well there are allowances. 
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MR. FRAWLEY: Posted al.towances? 

MR. HARVI: Not posted. 

MR. FRAWLHY: Thet is all I am talking about. 
THE CHAIRMAN: Well you asked Mr. Halverson 
something. 


A. EH. HALVERSON recalled: 
A As far as the posted tank wagon price is concerned neither 
of the peeple who make the Q brand or none of the jobbers 
as a rule cut the posted market. But what they do is they 
go out and make specisl concessions. They create dealer 
agents. They eetayiiish bulk stations. They give concessions 
and that is the way they exercise pressure on the tenk wagon 
market. JI think it has been entirely over emphasized that 
the only way that competition manifests itself is by an open 
cut in the tank wagon market. Jt is not done that way in 
competition. 
THE CH ATRMAN: Then While you are on your 
feet. Noi. don't you think if all this under-cover sturr 
could be done away with it would be a good thing for the 
inéustry? 
A Well it keeps pressure on the tank wagon price all the time 
and to that extent the consumer benefits. If this pressure 
were eliminated by reguletion there might be a tendency 


to freeze the prices at present levels and restrict competi- 


ticn. 
approvel on these 


secret mecsns of lowering prices ? 


9 secret means. Whet I have refer- 


enee to is people going nut and creating dealer agents and 


Siving them 2¢ to get distribution. They probably give a 
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special arrangement to a dealer here and-there and when 

it becomes wide spread enough we have to take cognizance 

of it. On the one hand I would like to see our business 

done at the market. 
2 Yes. 
A I do not like to do anything underhand or umer the table 

but at the same time looking at it in a very practical 

way 1f you took away this pressure on the tank wagon market 


thet is continually in existence, and more real than appar- 


ent, you are apt to stabilize the tank wagon market at higher 


levels. J think from the consumers standpoint it aecomplishes 


some real good because the largest merketer in order to 
maintain his position must be very sensitive at all times 
to what is going on and he must keep his tank wagon market 


down to the level where these practices cannot go on. 


Q Why could nut that be cut by open and above board methocs. 


If a competitor wants a lower tank wegon why cannot he do 

so and keep you very much alive to the need to follow. Why 
has he got to do it by giving some dealer more than he says 
he is ing, or by paying somebody's rent or by putting in 


electric lights or paving nis floor. 


A Any «il company thet is seeking to break into « market 


Q ate) you believe in laissez faire, 


very seldom reduces the posted tank wagon merket because 


the oil companys already there will meet it and they will 


be back where they started. What they prefer to dc 1s to 


maintain the posted tank wagon market and seek to expend 


through new outlets and through concessions and build up 
their gallonage thet way. 
leave it as it is and pay 


no attention to the tank wagon, in reality while purporting 


to do so, or having the whole game played on the besis of 
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the tank wagon. 

A That gets beck to regulations of every kind. There must be 
regulations, there would be I imagine, fifty regulations 
flecessary and those regulations would heve to be amended 
from time to time by other reguletions, 

Q And enforcedof course? 

A beoking at it from a very practical stendpoint, just from 

the stendpaint of sound businees on our part, if we see 

these practices going on we reduce the tank wagon price to 

the point where tne other companies cannot afford the prect- 
Recs od 7 think it corrects it far more effectively than 
eegulations and merketing practices in the prices. Beceuse 

I want to repeat our experience has been that if these 
regulations were put on the companies and were enforceable 

it would have a restraining influence in competition anc 

it might have the tendency to freeze the prices at the present 
level , and that I understend wes the purpose of the regulations 
Preuhne United States. 

Q TO protect competition from itself? 

A Wos. 

Q You say the answer is to reduce the tank wagon to the point 


where no competitor cin afford to carry on these practices? 


A Diet is right. 


Q IT understend, I am sorry tc keep you weiting Mr. LeSueur. 
MR. FRAWLEY: I am sorry I was telking and I 


Jid not hear the effect +f thet lest question and answer, 


THS CHATRMAN: As Mr. Halverson said speaking 


for his company rether then heving reguletions to curtail, 
he prefers to bring the tank wagon price down to such a point 


thet no one cen afford to go out and pay rent and pave a floor 


2. 


and carry on these concessions that have been referred to. 
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2 said that is the method of gettine away from practices 

: thet may be offensive in the trade ana not by any Governmental 
 reguletions. ; of 

MR. FRAWLEY: | To cut the tank wegon price 


q down? 


THE CHAT RMAN: | Yes, 
MR. FRAWLEY: I can subscribe to that 100%. 
THs CHAT RM AN: I thougnt probably you wuld 


went to heer thet. well we will rise now. 


OTE: this stage the heering was edjourned until 2.15 P.M.) 
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RICHARD V. LESUBUR, having 
been recallod, examined by ir. Frawley, said: 
THE CHAIRMAN: Mr. LeSueur, we always 
seem to be keeping you waiting but we get talking 0117 
Well I think I was a little late myself, ir. Chairman. 
MR. FRAWLBY: Mr. LeSueur, I will try to 
be as brief as [ cen with rospect to any further questioning. 
We wére talking sbout reguletions, I think, just when we 
adjourned and have you ahy final statemont to make about 
that? 
Well I think that I had fairly well summarized my feelings 
on regulations, Mr. Frawley, on the basis of workability 
and enforceability, and s» on and I do not see that I can 
add much to that by discussing the details of the various 
regulations. 
If wo wanted to have the opinion of your company as to 
whother theso, I call them a small amount of regulations 
in this provineo, were workable or onforceable, somebody 
like Mr. Halverson or your Alberta manager would be better 
@ble to speak about that? 
Well I think Mr. Halverson is much more familiar with the 
details of the regulations than I am. 
Yes. Now if I had anything to ask with respect to the Maple 
Leaf O11 Gompany, would it be proper for you. to make a short 
statement of the policy of your company with regard to maine 
taining the identity ef the Maple Leaf Cempany in the Alborta 
market? 


I think Mr. Halverson ean explain that really better than I 


can, Mr, Frawley. T think it is just a matter of marketing 


policy. 
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It is a marketing policy, it is an arm of the company, a 
marketing arm of the company and just, may I take it from 
that, that it does not involve any particularly important 
policy? 

GZ do not think it does. 

so far as the Board of Directors is coneerned? 

Wo, it doos not. 

MRe FRAULBSY: Ec think. tne ts esi 
want to file the Regulations of the Province of British 
Columbia but I need not trouble Mr. LeSueur about that. 
They both bear the imprint of the King's Printer. I 


think that is all, Mr. LeSueur. 


THE CHAIRMAN: {ny questions? 
MR. PLOTKINS: Mr. Chairnan, I would like 


to ask a question of Mr. LeSueur. 

THE CHAIRMAN: Ae PE on Gis 

MR. PLOTKINS: Some four years ago, 

Mr. LeSueur, the Dominion Government entertained an idea 
of rationalizing the Industry and eliminating a certain 
number of outlets and a certain number of refineries with 
a view to reducing costs, do you recell that? 

You mean an Inquiry before some Board. 

No, the Bennett Government felt out the provinces with a 
view to getting the help of the Provinces! administration 
in roducing the number of outlets and the number of refineries? 
I have no rocollection of that, Mre rlotkins. 


Iwill read you this article and I would Like your opinion 


on that, whether this took place or nots 
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* OLL COMPANIAS 

4 ASK MONOPOLY 

, OF GAS SALES 

u Dominion-Provincial Meet 
ys wil? Gonsider 

. Plan 

" WOULD CUP Cost 

‘ Dominion and Provinces 
3 “ould Share Savings ‘ith 
i Oil Companies and Con- 
Ls trol Distribution 
“OTTAWA. - Freliminary discussion 


"will take plece at the Dominion-provinciel eonference 
"whieh opens July 30, on a plan whieh has been advanced 
"by the large gasoline companies whereby wasteful 
"competition in the distribution of gas may be eliminated. 
uf The plan is now being studied 
"by the Federal government and, it is believed, will bo 
"placed before the provincial delegates without any 
"approval, direct or indirect, by the Bennott government. 
"Phe provineses will be invited to study the plan and 
Nacquaint Ottawa, later on, with their views. 

n “hethor or not recent changes 
"in provineieal governments will have any bearing on tho 
"suecess or feilure of the scheme remeins to be seen. 
"Premier Hepburn of Ontario has already expressed his 
"dislike of the idez am his plan to fight it. 

m PLAN DETAILS 

" Details of the plan cannot 

"be obtained officially but it is believed that the big 
"oil companies propose that the Federal and provincial 


"eovernments should unite to control the distribution 
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"and sslo of gesolino. This would be done by 
"restricting the agencies of sale almost entirely 

"to these big companies and dividing the business 
"much on the present basis. If one were to take 

"all the gasuline sales in Canada in 1933 as being 
"oqual to 1€0 and then calculating the percentage 
“possessed by the big companies, the proposel would 
"hold these percentages constant in future years. 

q Tt is not clear if the 
"olan would result in the eliminstion of many 
Vindependentse. Probably it would not do so if they 
“now retail the brands of the big refineries. bi 
"they import gesolinc, the plan would probably eliminate 
"th eme After the plan was adopted, it would remain 
"with the big companies to determine if their semi- 
“independent retailors should be retained in business 
TOR On 

H CREATE MONOPOLY 

" In effect the plan would 
"ereate 3 monopoly in the sale and distribution of 
"oasoline, but the companies, it is believed, are 
"prepared to make substantial concessions to the various 
"eovernments to safeguard the public interests. The 
"orice, for example, would be subject to governmental 
Meontrol and the governments, also, would have certain 
"nights which could be exercised if it were found that 
"the companies did not provide sufficient facilities 
"Go serve consumerse 

1 It is claimed that the 


"adoption of such a plan would enable the companies 
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"to make enormous economies in their operation costs 
Nand the savings so effected would naturally be 
"divided with the governments. To begin with many 
"of the filling stations now maintained would be 
"closed. It is said that there are three gasoline 
"pumps in operation in @il the largor cities for 
"every one that is required. And the money outlay 
"on sites has been a serious drain on the finances of 
"ell the companies. 
" FEDERAL POSITION 
" The Dominion Government 
“enters the picture only so far as jurisdiction over 
"interprovincial trade is concerned. The provinces 
"have jurisdiction over property and prices and will 
"have ta co-uperatea if the proposal is to be put into 
Bortects ™ 

Do you rocall anything of that kind? 

4 When you read thot, Mr. Plotkins, it does recall to my mind 
a certain schems that was proposed by certain individuals 
at one time, possibly somewhat along that line but it 
was never entertained by anybody seriously and was ¢coneluded 
to be so visionary that it was abandoned coven by the man 
who proposed it. 

Q The report is not correct that the big cempamies proposed it? 


Tt is cortainly not fully informed. 


Mike PLOTKINS: Thank youe 

THE CHAIRMAN: Any questions, Mr. Harvie? 
MR. HARVIE: Ne, My Lorde 

THE CHAIRMAN: Mire Mahaffy? 


MR. MSHAFFY: No, My Lorde 
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Q MAJOR LIPSETT: Is there in your view, 

Mr. LeSueur, is there excessive or are there excessive 
facilities in this province, taking them all around, 
compared to the sorvice that the public requires? 

4 Well, Mr. Commissioner, I believe the facilities existing 
were probably at one time more than was absolutely necessary. 
I think, as I said, that was caused by other parties coming 
tn and wishing outlets and putting in extra outlets in 
order to get a part of the business and that was the ono 
way it could be done. L really think that the condition 
now is, that with tho gradual incroase in gallonage, the 
capacity of those facilities is gradually being utilized 
and I think the building of further outlets has been damped 
very materially by the natural result of too many outlets, 
in dropping margins and so on, and that the natural forces 
are gradually eliminating thet evil. 

for instance nur gallonage 
per unit according to the reports I get is increasing, while 
our over-all costs are remaining prectically steady, so that 
it shows you that a gradual rectification of that is taking 
placs. 

Q Now do you see an evil in the excessive facilities in the 
condition of affairs that exist largely with your own pruduct, 
by reason of the number of jobbers using their own trade name 
and patting up servicé stations, sometimes two or three, 
selling your products, just along side each other, under 
different names? 

r As I have said I think the putting up of service stations 
reached a maximum some time ago and compared with the volume 


of business in new stations, there is now comparably a small 
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increase. 

As to the jobbing business 
that, of course, the gemeral principle is that the jobbing 
business gives you a cortain profit and it just avoids the 
other man putting in a refinery and he possibly gets his 
g2soline at a reasonable price and of course, you have the 
extra volumo. 

Yes, I was just coming to that angle of it? 

Yes, that is really, that is the general philosophy under- 
neath that. 

He has eliminated the possibility of being undermined by an 
additional refinery? 

Yes, and also you get the extra volume which is quite an 
important factor ina refinery. 

But would this system of Licensing, if it were amended or 
if it wore efficient, would it have any effect in prwuventing 
an excessive numbder of outlets? 

Well I was leaving the details to be discussed with 

Mr. Halverson who is familiar with it but generally a 
system of licensing is very difficult to enforce. I am 
speaking generally but I would rather leavo that detail 

to Mr. Halverson to discuss with you. 


JOsement connection «-- 


I am sorry to be urgent, Mr. Commissioner, but I have to get 
away tomorrow morning, but I am subject to your wishes, any 


way you wish. 


‘I do not think I will be very long» Tt was not the detail 


I was trying to get, it was, assuming that it would stop the 
service stations becoming more excessive, and if that was 


too expensive and too excessive at the present time? 
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Q Do you think that time and competition will rectify that 
or do you think it should be rectified either by control 
of Licenses or in any other way? 

A I think time and competition is reetifying it today, 

Mr. Gommissioner, not only in Alberts but all over Ganada 
and that that rectification is being done in a way which 
does not mean any drastic suddon change in the way of 
dismissal of employeos or a hardship to any one. It is 
just a gradual process of attrition. 

Q And you do not think that a licensing system might be 
helpful in that direction? 

b Well, if freely enforcod you have so many pr essuresthat 
come %n you in granting licenses and so on, that it is 
very difficult to enforca and the next place I think, 
natural measures are really performing the same objective. 

) Wow just to leave that for a moment and to go to the 
jobbers which you were saying something about; Ide mt 
want to press you to express any opinion as to whether 
jobbers are an institution which should be eliminated or 
retained, in view of your position, but is competition 
enough to, - when you find this factor that two companies 
are marketing here on e spread of 33 cents a gallon and 
your joboers are getting up to around I think 7 cents? 

A Whatever it ise 

Q Whatever it is, it is protty well recognized now I at once 
accept there is no profit being made at the 3% cents on 
the figures which we have before us, although there may be 
some other counter-balancing factor to make up for that loss, 


but is the spread not too great between that figure and the 
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figure that you are allowing in maximum cases? 

Well I think the spreed is based on the general principlo 
that I have mentioned, nf increasing your own cad fastor 
ana preventing the building of other refineries. Of course 
L think you are getting, you are going to get more peuple 
making "Q" brands, that is what is happening and there is 
your competition right there. 

You mean that that may affect the jobbers? 

I cannot say what effect it will have but that is taking 
place. 

THE CHAIRMAN: If you cut down the jobber 
too much, the jobber is going to find the money some way 
to set up a refinery? 

That is exactly it. 

MAJOR LIPSSETT: Now I was thinking of it 
from another angle, Mr. LeSueur, that when either they 
desire to decrease the spread betwean third and many when 
it becomes important from your point of view? 

YeSe 

Or whether it was caused by competition, when that ics 

= factor, the reduction has to be mst , did the comps nies 
buar, the refinsry bore the whole brunt of it? 

The refinery would but you would possibly make it up in 
your total realization by more na" being BOoldy 

But Tnittie lly? 

Oh, initially, temporarily yose 


That the jobber did not contribute anything towards that 
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A On snk dO "not think so. I think he would have @ narrower 
spread too, 

Q YOu mean that part of it? 
He would have to stand that difference, I undorstand. 

Q Do you mean that this cent which was taken off Bthyl and 
the half cent off "Q"? 
Would not affect our delivery price to him. 
Welk << 
i am not certain of that, Mr. Commissioner, but I think 
that is the situation. 

Q I have not guite followed it because I thought your price 
was reduced but your discount tc your jobbers remained 
the same? 

A Ido not think so. 
MR. HALVERSON: I might say on that point, 
their prices remained the same. 

q MAJOR LIPSRETT: And therefore their margin 


or differential has been decreased by the amount of the 


reduction? 

MR. FRAWLEY: You mean this cut the other 
day? 

MR. HALVERSON: Ye Se 

MAJOR LIPSETT: Or Goes it work out like 


this, Mr. Halverson, that in the case of what yuu sell to 
jobbers they bore the brunt of this reduction and as to 


what you sell to your own marketing organization, your 


company bears it? 


MR. HAVLURSON: That is correct. 


WITNESS: Yes, that is as I understood 
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Q MAJOR LIPSET?: It really is divided betweon 
the two? 
They took the brunt of the reduction the same as wo dide 
MAJOR LIPSETT: Well now, would you care to 
express any opinion at all, Mr. LeSueur, as to whether that 
spread that the jobber gets is not too great, having regard 
to the capacity of the public in this province on the one 
hand and having regard to the spread which is being taken 
by the two, the Lion Oils and the Texas Company of Cenada? 

A I think that spread had to be granted to get the business 
and the offset is the volume of throughput. 

Q You put it in this way, that you only gave as small a 

discount as you reasonably could? 

That is it. 

To prevent --- 

We made the best bargain we could, 

As you could with a view of preventing an opposition refinory? 

Yes, and giving us extra volume. 

To get the extra volume? 


Yes. 


oe 2 ao bt oo es 


So that I suppose you say in effect the advantage of any 
economies which you make really go on to the public in tho 
end? 


A That is it. 


") Now there is one other thing that I want to ask you about. 
You are familiar, I suppose, with the Government leases and 
the Calgary and Edmonton leases? 

A Yes, I am in a general way, yes, they are pretty much the 


SAME « There are some variations here and there. 


a) I think there are very drastic drilling clauses? 
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There usually are. 

Yes? 

Not so much in the Government leases, I think it is left 
quite largely to the discretion of the Government but in 
most other leases there are specific drilling obligations. 
THE CHAIRMAN: At this point, Mr. Frawley, 
you will see that they are put in some time? 

MR. FRAWLEY: . Yes, T wile 

MAJOR LIPSETT: Is not the general tenor of 
them, if you get a well of a certain capacity, you have 
immediately to start drilling another one? 

There is some slight variation in them, Mr. Commissioner, 
but ususlly if you drill one well and get production you 
have to drt1ll another up to a certain number, or ym have 
the option of retaining the 40 acres usually on whieh you 
have drilled and surrendering the rest. There is usually 
the option. 

Well is that a thing which should be considered from the 
point of view of what is the reasonable production from 

the field or should the sanctity of these contracts take 
precedence over anything which might be considered for the 
general good of the field, in preventing other drilling and 


so on? 


( Go to Page 15,227 } 
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Well, that is a very difficult question, Mr. Gor saacnar: 
Of course, [ am very strongly in favour of observing 

the sanctity of contracts because, as I said this morning, 
» Jelieve so much of our whole structure is based on that, 
that you cannot impair that principle without Very) Veny 
serious consideration. 

You like to think when you have made a deal that the 
other fellow as well as yourself should carry it out. 

1 2ulLly appreciate that. -But at the same time - I do not 
know how far conservation assists in that - but if a 
company that has a lease is compelled to go on drilling 
and drilling and drilling irrespective of the mrket 

that there is, that that may have a very serious effect 
on some of the owners? 

VsGally the Leases dai not require drilling obligationg 
beyond say two or four wells. There is usually a limit. 
And then they may have another clause with that, that you 
have to drill “two or: four wells, then you mst drill 
@enoe tO drill up, the fheld in an orderly. Way nama 
sometimes as market and other conditions demand. Now, 

the latter, I do not think, is very frequent but it is, 
in some leases. And, of eourse, that.is a very Be oe 
Pies because then your drilling depends on the market 
@emand and you are not foreed to drill unless that exists. 
In others there are certain definite drilling obligations, 
“ost of the companies, if :t is not feasible commercially, 
quite often will grant extensions and that sort of thirg 
until it does become commercially feasible. 

Tat is as a matter of grace? 

As a matte of grace, yes. But that is quite frequently 


exercised but, of course, the big problem in most leases 
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is the necessity for off-seiting. Now, the Government 
have regulations that you must off-set as well. I do 
not know that they enforce them and I do not think they 
would if you sould show to them that it was not sound. 
But they have the same regulation, that you must drill 
off-set wells on adjoining legal subdivisions. 

Now, that means that presumably the lessor is reasonable 
if tne case is put up to him? 

i think that is generally true. 

Now, would it be desirable or would it not, to goa 
little further than that, and if you find that the lessor 
in some particular instance is not reasonable and in 
consequence may be likely to be prejudicial to the field 
that the Conservation Board or sone Government agency 
Shoulea be able to say what is best for the field and tor 
the public, and for the people interested, irrespective 
of this clause? 

I think the Conservation Board has that right now. They 
hafe to grant drilling permits,though as a usual rule 

DL tank “that is granted as'a matter of course. But 

I chink they have to do that, to grant a drilling permit 
before one ein drill. 

And in that way they have some control over the leases? 
Yes. But as to control of location, not so much as to 
where, but in the centre or the side and so on. 

THE CHAIRMAN: But what if that is not so. 
What if that is, the power they have is merely a power 
which they might not be required to exercise except for 


some very special reason. I mean you have to have a dog 


licence. But a licensing beard cannot say that they 


do not like the color of the owner's eyes or the dog’s 
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mouth and refuse a licence. 

MR. FRAWLEY: _ Perhaps it should be remembered 
there that the Congervation Board is only administerhng, 
not as a Conservation Board, this jurisdiction, for 
convenience sake, which was formerly exercised by the 
Department of Lands & Mines. 

TH: CHAIRMAN: i 1 do not wish to go into the 
legal question at alj] of that power and the question as to 
whether or not it would serve the ends that Major Lipsett 
eee iy Maid. I am saying assuming it does not; what? 

it you presume it does that is that. But if, no? 

i think it has been generally regarded that you do always 
go to them for a licence and there is no reason why they 
should not have that say about the thing, as a matter of 
conservation. 

It, they have not. got.it. you say you gee nc. objectionsio 
their getting it? 

L do not see any objection. 

Mes COMMISSIONER LIPSETTs. There is. only one.o theg ema tt 
mat ter ----- 

Ihave full faith in them exercising it redsonabiyand 
thet is the only test really as far as the conservation 
of the Valley goes. 

There should be no reason for anything else entering into 
it at all. The only point that was in my mind was would 
those lessors come along and say they had their lease 

and you made the contract and they should be entitled to 
foree tne lLessees----= 

I think there again you are dealing with an aggregations 
of factors which it is very difficult to speak on here. 


I think the Board has got to use their discretion and 
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observe equities in every case that cores beforé them. 
But I was just considering whether they should have the 
power,arrespective: of) the clauses wn’ the lease=—-=- 

Well, there again I think they have to consider that. 

tT am not in favour of anything which violates a contract. 
But I think you can very well arrange with the lessor and 
so on. He would almost have to be reasonable. 

The pressure towards legislation would be too great 

that he would be cQmpletely bound to do something. Now, 
thus other matter, Ti think» yow largely dealt withseelt 
VesITEaSiguestion: of the supplying) ofecrudesoihi to orber 
people and I think it was made quite clear that at Calgary 
it would be given for the posted price, plus transportation 
charges, plus whatever handling charges were put in force 
as a result of the recommendations of this Uommission7 
Quite. 

I think this point that was raised about down in Turner 
Valley was rather overlooked by everybody when that 
declaration of policy was being given by your company, 
and the case was brought to us afterwards where down in 
the Valley a refiner could not get crude except on 

paying a margin, which was called a handling otaree 
of, I think, 6 cents a gallon , although he was willing 
to*pat (hive owni Line into the wells ‘I would feel it 


would be desirable----it seems to me a rather small point 


The position in that was largely this. It was more or 
less a temporary accommodation. ‘Je did not ask that party 
to go to one of our pipe line storage farms but we gave 
him a supply at one of our Royalite wells, the nearest, 
and it meant a pipé line,I guess, somewhat less than a 


mile. Now, the 6 cents, I did not figure that out and 
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ft just do not know how that was made up. But he dad | 
when he took the oil for that short écohaveiMianion as 
got his 1% reduction off the oil. ‘the 1% allowance. 

So in that short distance there was very little risk in 
the transportation, so really he was paying 4.8 cents. 
Now, that condition also existed for a very short time, 

a part of two months, I believe, and the amount was 
comparatively small. And that difficulty, I presume, 
quite possibly is now being rectified by storage of his « 
own. Iam not familiar with the details but that is my 
seéneral impression. 

I was really putting it to you because it seemed it was 
Stewed "Sriali matter in. the géneral picture? 

Tt "is quite small ,yes. 

But it seemed to me to be a thing that one should not 
nave todezive much further consideration ‘tot 
moy wecause I think it is really past. 

it may be past? 

Yes, because I think thc solution is possibly in the off 
season storing more oil from the wells under contract. 
The way it was put to us was that that was impossible at 
the time owing to not being able to get further producticn 
from the Conservation Board? 

Yes. 

Which would have enabled storing in the slack months, and 
the second way it was put to us was that although he was 
willing to go to the well and put in whatever pipe was 
necessary himself that he still under those circumstances 
could not get it unless he paid 6 cents? 
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There is 1.2 cents off that, which we gave him the full 
benefit of, and there was also, of course, I do not know 
what the cost would be, of gauging and looking‘after it, 
but we would have to collect our oil and store it up and 
there would be a ce:'tain amount of inconvenience. The 
cost, I do not know how that was made up. It never came 
before ime. 

I was not talking of the amount but I was rather putting 
VeayOuUgthe principle of their getting it. I mean if that 
is’ your volicy and they are willing to go to the well, that 

would look like the posted field price? 
OF counse ~ we have to gauge it all the time’ and we heave to 
store it. We cannot run our wells in the orinary course. 
We have to-store up that oil and he takes it when 
convenient. We, perhaps, instead of having 500 barrels 
there and running it out in the pipe line, perhaps have 
to store four or five thousand barrels there until Le 
wants it. 
Is not that something that the well, as such, has always 
done in every case? 
No. 


Ietiwassreaunber put to us-=--==- 

I do not think so. Ye would ordinarily and naturally 
prefer to run it in our regular course, in our regular 
business, with our regular gauges and so on. ‘We did that 
“really to accommodate this party for a short time and 
with a small amount. 

Perhaps it would be possible for you to look into it when 
you are in Calgary, Mr. LeSueur, because I certainly 


would want to see that something that was fair and 
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would not be the subject of criticism should be done, 
especially on a very trifling matter? 

Yes, we would. It is a very trifling matter compared 
with the general picture. 

MR. FRAWLEY: I think I only need keep you 
one minute. This is the correspondence, if you would 
please look it over? 

Well, whatever we wired or wrote to Mr. Tanner is quite 
ali right. } 
MR. FRAWLEY: . Tam doing this, Mr) Qhetrman, 
Tigtvis ai. | need ask Mr. LeSueur. I am filing these 

ag Exhibits. That is the correspondence that passed 
between Mr. LeSueur and Mr. Tanner in October of this year 
with respect to the disposition of the sompany to sell 
crude oil. We had it on the record from iir. Nolan, as 
you renember, but that, as you will also remember, was 
confined to the attitude of the company towards independent 
refiners desiring erude oil at the Calgary terminal of 

the pipe line. And Mr. Nolan's assurance to this 
Commission was confined to that. This is more generally 
what the company----- 

THE CHAIRMAN: This is something supplementary 
to which Mr. LeSueur subscribes? 

MR. FRAWLEY: That is correct. Mr. LeSueur 
has been good enough to accept these, which are merely 
copies, as being the original correspondence. 

THE CHAIRMAN: All right, what are the 


Exhibit numbers? 


(TEIEGRAM DATED TORONTO, MARCH 
27th, 1939, FROM IMPERIAL OIL 
LIMITED TO THE HONOURABLE 

N. E. TER, IS NOW MARKED 
EXHIBIT "669". ) 
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MR e 


FRAWLEY: Exhibit "669" is a telegram 


dated March 27th, 1939, from the Imperial Oil Limited 


to the Honourable N, H. Tanner; the other is the 


confirming letter duted March 30th, 1939, to the 


Honourable N. =. Tanner from R. V. LeSueur, 


Imperial Oil Limited. 


-_= 


(DOCUMENT IN QUESTION IS 

NOW MARKED EXHIBIT "670". ) 
FRAY LEY: tThe- telegram reads: 

"Moron to; Marcht2 7th; (1969. 


* 


"Honourable Nt. E. Tanner, 

"Minister of Lands & Mines, 

"Hdmonton, Alberta. 

"Amount of crude produced in Turner Valley depends 
"ygpon orders of Oonservation Board stop Of “to tas 
"crude now pioduced in Turner Valley our companies 
"ynroduce about twenty percent and control by purchase 
"eontracts about fifty percent the remaining thirty 
"percent being under control of other preducers or 
"purchasers stop Our policy is and will be to sell 
"to any bona fide purchaser such surplus crude as we 
"may not need for our own requirenents at posted 
"field price plus pipeline buying and handling 
"Gharges provided such purchaser supolies suitable 
"facilities for accepting delivery and makes 
"satisfactory financial arrangements for paymert stop 
“Ie have been selling to others and are prepared to 
"sell on above basis stop Confirming letter 
"follows by airmail. 


y Imperial Oil Limited.” 


I would call the Commission's attention, of equrse, to 
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the fact that there has been inserted in the conditions 
of sale a buying charge in addition to the pipe line 
and handling charges. 
Then the letter reads; 
a Toronto, Ontario. 

| March 50th, 1939. 
"Honourabie N. E. Tanner, 
"Minister of Lands and Lines, 
"Hdmonton, Alberta. 
"Dear Mr. Tanner; 
au Herewith I enclose confirmation of our 
"telegram of Monday evening, March 27th, to you. 
" The percentages of the production in 
"Turner Valley which is produced by our companies and 
“qnieh As covered by rurchase contracts held by our 
"companies are, of sourse, approximate and vary 
"slightly as new wells are brought in from time to 
"time or the production of the older wells declines 
“but I believe fairly represents the present pro- 
"duction position in Turner Valley. We have a 
"elause 4 (c) in our purchase contracts which was 
"inserted prior to the regime of the Conservation 
"Board and had for its main purpose the prevention 
"of a situation where the amount of oil offered would 
Nexeceed the market deminds and the providing in such 
"ease for an equal restriction on the production of 
Nour own wells and the wells covered by the purchase 
"sontracts. ite orders of the Conservation Board 
"now serve this purpose as they fix the allowable for 
"the different wells on the basis of the total market 
"G@emand and so long as this situation continues the 


"purpose of our clause 4 (c) is served and the clause 
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"not used. i believe that apart from the above 
"remarks our telegram is clear and needs no comment. 
“ith kindest regards, I am, 
MOUrs (Sincerely. 


" (Sed) R. V. LeSueur. 


Imperial Oil Limited.*® 


Mie we LOT. ING: Mr. Chairman, Mr. Commissioner 
Lipsett brought out a matter that I think was overlooked 
and I would like to know if you would consent to have 

Mr. Halverson go on the stand so I can question him on 
this matter. Since the last refinery price was put into 
etfect the jobbers are no longer working ohn a definite 
Spread and now they must absorb whatever difference there 
is between the refinery price and the posted tank waggon, 
end that mas 4 considerable bearing on the amount of 
outlets that may be opened in the future and also on the 
competitive marketing or products. I am just wondering 
if you feel it is important enough to bring that out. 

THE CHATRMAN: As I understand 1%, it Veet, 
Halverson's intention to give other evidence. AmTI 


right about that? 


MR. FRAWLEY: Yes. 
MR. NOLAN: it am not certain of that, 


unless the situation demands it, Sir. #43 I understand 
it, Mr. ‘lalverson was to be given permission to answer 
Dr. Frey's criticism of the marketing operation in any 
way that he likcd, but I thought it was left to us and’ 
we would only ask Mr. Halverson to go into the box if we 
thought it was necessary to make answer to anything that 


Dr. Frey had said. There are no specific subjects that 
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have been left ®or discussion by -:r. ualverson, as I 
understand it. 
MR. FRAWLEY: wo, but you see, Mr. Ohafrman, 
Mr. LeSueur is a busy man. . He wants to leave. In bigs sy 
he would like to leave the Court room and he tells me, 
and I can quite understand it, that he is going away 
to-murrow morning and he has people to see. I have 
restricted my cross-examination of Mr. LeSueur but I 
intend to ask Mr. Halverson to answer some of these 
questions. 
TH! CHAIRMAN: We are no more anxious than 
anyone can be to unnecessarily enlarge the examination 
of any witness or go over ground already traversed. 
On the other hand, if anyone wants to ask some questions 
that he thinks will throw a light on anything and assist 
us in any way, I am sure Mr. Halverson would have no 
objection to answering. 
MR. NOLAN: Noo at alle “he TS ere aa 
available. 
THE CHAIRMAN: Mr. LeSneur, since the 
opportunity may not arise again because of your leaving, 
I want to express the very deep appreciation of this 
Commission with regard to your courtesy in coming here 
ana giving us the assistance which you have. I think 
it right es say, too, to you at this time, since you are 
the principal officer of your company before us, that 
we also appreciate the assistance that not only your 
associate director, Mr. jialverson, but the other officers 
of your company have given in putting before us alk 
your books and data and information of every kind we have 


sought, and we think, perhaps, that something more than 
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telling you privately, we should express our appreciation 
PUoLLOly end. 2s part.of this record. 

MR. LeSUEUR: Thank you, Mr. Ohairman. 

That is very kind and considerate of you and I might 

say that I appreciate very much the unvarying courtesy 
which you, Mr. Chairman and Mr. Commissioner Lipsett, 
have extended to me during my stay here. 

MR. FRAWLEY: tL should Like to. say. inuphat 
respect, because I can speak in a special way as counsel 
for the Commission, that I appreciate, and Mr. Cottle 
does too, the way in which Mr. LeSueur has endeavoured 

to help us by coming here himself and not only answering 
our questions but making available a lot of information. 
We alSo feel it was because of Mr. LeSueur's permission 
that a great deal of co-operation was extended to us. 
Tiwegdicuon,! would say, If... may, that I would like ae 
heartily join in what you have said. We feel we have 
been helped a great deal by Mr. LeSueur's attitude in 
this case. 

THE CHAIRMAN: All that we have said applies 
equally to the subsidiary company, the Rovalite. 

All right, Mr. Frawley. 

MR. FRAWLEY: Now, Mr. Gaby is here to make 
a Peetoment on behalf of the British America Cil Company. 
I think it might be a good time and then we could go on 


with Mr. Halverson. 
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PREDERTCK ARTHUR GABY, having been duly 
sworn, testified as follows: | 
MR. FRAWLEY: Mr.Gaby, you are one of the 
Vice-Presidents of the British.-American Oil Company Limited? 


Y6s,. Sirs 


You have come to this commission to make statements on 


policy with respect to your company. In view of the fact 
we have had up to now only the officers of the company 
and we have had not any from the Board, that,I understand, 
is why you are here and making the statement to-day? 
Yes. I do not know to what extent I will go into policy 
but I have a certain statement I would like to vresent 
to this Commission. 
Thank you very much. 
Mr. Chairman,may I be seated? 
THE CHAIRMAN: Please. 
Mr. Chairman, I have prepared a few memoranda here which 
I will use and read in presenting the statement of the 
British american Oil Company. 

The British American Oil 
Company has endeavored to bring before the Commission, 
complete and detail information, as could be ascertained, 
on its contractural, physical and financial operations 
in ale ay noe of Alberta,. along with certain o ther 
material that would be of value in the better understanding 
of the competition, interrelations and difficulties 
surrounding its operations in Alberta. i will not attempt 
to summarize the evidence that has already been given, 
in any detail, but will rather, draw attention to a few 


considerations bearing on the results of our operations 
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that may be of assistance to the Commission. 

I might say at this point and 
draw again to the Commission's attention the fact that 
we have gone to considerable trouble, not only in the 
submission of the details of our particular operations 
as distributed over Alberta, but we have tried to bring 
before this Commission certain data, graphs and statistics 
and other information that would be of value to it in 
understanding all the exigencies that concern the 
operatiom of a business such as ours in ‘Yestern Canada, 
as well as in Alberta. We also brought before this 
Board certain questionnaires in order to give you light 
as to the views of those that are operating directly in 
the industry; not as officers but as men engaged as 
agents and commissionaires in dealing with the operations 
Ggprectiy in the fLeld. I am not ina position to 
illustrate or to give you the graphs, but I would 
draw your attention to these facts so that in dealing 
with our particular proposition,and that which I 
probably will be saying a little later, that you will 
refer to those in order to fully understand what I am 
Saying at this time. Now, as to the return on the 
investment of the company. 

tir, Miller ‘and ire Bronsqon 
have presented a Pull detailed analysis of operations 
of The British American Oil Compuny for the year 1338, 
with Exhibits amplifying such discussion. They also 
presented data and statistics showing the relationship 


our business bears to the main industry - Agriculture in 


Western Canada,from the year 1928 to 1937. 
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Pens Gaoy . 

ft was our purpose in dis- 
cussing the relationship uf the volume of our business 
to that of Agriculture to emphasize the widely fluctuating 
conditions and markets that impress themselves upon the 
Industry, due to variables in weather and crop conditions. 
A Study of these statistics show that the yar 1938 was 
on the upper cyele of inereased market and crop conditions 
and could not be considered as a normal year during the 
last eleven years, but rather, one of the most prosperous 
from the Petroleum Industry and agriculture standpoint. 
The results of the year 1938 should therefure, in any 
consideration of the economics of the Industry, be adjusted 
tO reflect its abnormality as against al average year. 
A study of the volume of business and the marketing costs 
ver a pemLod OL Wears, give @ relationship that can 
be used in determining the magnitude of such ebrormality. 

We have submitted the volume 
of business and the marketing costs for a period uf ten 
years commencing with 1928 and ending with 1937 
inclusive, which show that the maximum marketing cost 
per gallon for the year 1932 was be (oy Per el Bor, 
5.36% per gallon in 1928 with a low of 4.41¢ per gallon 
in 1937, and an average cost for the ten years of 5.58% 
pér gallon. 

In submitting our marketing 
costs for the year 1938 as distributed, we gave a cost 
of 4.23¢ a gallonand the marketing cost for that year 
was lower by about 1.25¢ than the 10 year average, and 
1.22¢ than the 11 year average. aD e i ich Al 


made to make an accurate analysis of the relation of the 
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marketing cost to volumd of business in arriving at a 
normal. year for comparison in any period, but rather to 
indi¢ate that such is a factor in dealing with the economics 
of the industry hy the analysis of any partieular year. 
The variables are many and the future is hard to predict 
but it is evident that the fluctuation in marketing costs 
bears within limits some relation to volume of business in 
any given Company's operations, and it therefore ig 
reasonable to assume that an average marketing cost per 
gallon over any period of years will bear some relation to 
a normal year in such period. 
lf fer comparison with 1938 only 

One haif cent of the difference between average for 
eleven years of 1.22¢ (now the reason for taking the 
half cent in connection with thts particular calculation 
ig the fact that if you will look at the graph covering 
ioe mer soc trom 1968 to 1938 theré is 4 very evidens 
trend of increased yolume in business am, therefcre, 4 
new base must be assumed as to the normality of a year 
in preceding years, and by a study of those graphs you 
will see that the average, allowing fur such new base, 
the cost of marketing for a period of ten years or at the 
end of ter years would be approximately 4.8 and some thing 
cents per gallon, which is about .5 or .6 cents less 
than the average that is referred to above.) | 

Now I say if for comparison with 1938 
only: half cent of the difference between average for 
eleven years of 1.22¢ and the cost for the year 1958, 
which, added to 1938 marketing cost, is taken as the 


marketing cost applying to a normal year, the income for 
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F. A. Gaby. 
the year 1938 with marketing costs so adjusted, should 
be teducea by approximately $125,000.00 and the percentage 
of the return on capital employed as calculated and used, 
would be reduced from 9.13% as-given in Mr. Bronsdon's 
evidence, to 4.94%, after adjustments of costs of crude 
cil and selling prices to those in effect as of Ma Ist, 
P9S9 , 

| That is for the purpose, no 
doubt if this industry is soing to be looked upon as a 
public utility, and there is evident consideration as to 
price-fixing in connection with the industry operation, 
then there must be in good years certain allowances made 
for stabilization or providing for the poor succeeding: 
years. That is the reason for assuming a normal year 
and giving the calculation as our return on investment 
forethat period. If such was applied to the calculatians 
eivyen byi irs Bronsdon, in which he pointed out phat 2s 
the adjustment of the cost of crude oil and selling prices 
were in effect as of May, 1939, the nett return or profit 
for the year 1938 would be approximately $265,000.CO. 
Deducting the $125,C00.00 from this amount, then the 
9.13% return on investment as siven for such calculations 
by Mr. Bronsdon, would reduce to 4.94% after such adjust- 
ment. The figures I have mentioned are in ixhibit "476-5". 

No account has been taken 


of later price reductions and are not included in this 


ad justment,. 
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The example just referred to 
as a nasi® OL adjusting an Industry's performance to that 
of a normal year is for the purpose of calling attention 
to the necessity of adjustment in the statements sub- 
mitted for the year 1938 when considering the reasonableness 
OF the percentace of -eturn on the capital employed in 


the Company's operation. 


(Page 15,245 follows.) 
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The company; over ten 
years ending December 1988, has shown an average reo 
turn on investment depneciated of 4.98%, you will 
note it is not very much different from the adjusted 
figure which I mentioned above, calculated on the 
same basis as the statement submitted Zor 1938. 

(Exhibit 476 U 
Page 949) 
STATEMENT OF CAPITAL iivPLOYED 
NET EARNINGS AND RETURN ON 
INVESTMuNT 
IN THE PROVINCE OF ALBERTA 
NINE YEAR PuRLOD «+ 1929 to 1937 INCLUSIVE 


% of Return on 


Investment 
LOZO 14.82 
L960 Sa07 
LOSI 3.018 
1942- g Loss of Lat BY 
19$3- a loss of 2264 ip 
1964 4.63 
L935 3.08 
1966 Lee 
LOO? Bee, 
Average for Nine Years 6.090 
1938 LiaBe 
Aveiage for Ten years 4.98 


{2) denotes 
red figures. 


The Exhibit gave an 
average for nine years as 5.90. This could be further 
reduced by: adjustment cf the reductions in price 


structure in the year 19359. 


The estimates of persen- 
tage return on capital given in statement for 1958 was 
further reduced by Mr- Bronsdon when he rightly pointed 


out that no share of the capital in Refineries under the 
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processing contract was used to determine Capital 
employed; adding the new investment in Calgary Re+ 
finery he estimated percentage of return on such 
capital would be 7 22. Theat Is eit’? Have to sur 
on the fxctors necessary to keep in mind when deal+ 
ing with return on Investment. 

That, Mr. Chairman, is 
all I have to say at this time in connection with the 
factors necessary to keep in mind when dealing with 
return of investment of the company, having in mind 
that the year 1938 in our view is not what we would 
consider a normal year over the period, over the last 
ten years. 

Now I aiso wish to draw 
the attention of the Commission to the interrelation 
cf Alberta business with that of surrounding territor- 
ies. 

In presenting our Briefs 
and other matters dealing with the economics of our 
company operations in the Petroleum Industry, it was 
clearly pointed out that in an endeavor to deai with 
euuditions in the Province of Albewta it was necessary 
to make certain assumptions, based on judgment through 
experience and equity as to the share of general costs 


and overhead that is reasonably chargeable to such op- 


erations in Alberta. These charges would therefore, 


on the basis of distribution, be more favorable to 
Alberta estimate of cost than would an independent es~ 
timate of the ecst of doing business in £lberta only, 


; m ; i ? 
in view cf the fact that this company 15 CGanada wide in 
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its operations, serving its customers in aa of the ; 
Provinces in the Dominion. 

In the case of our Re= 
finery in Calgary, thirty percent of the output is 
marketed outside the limits »f Alverta, the elimingtion 
of which would increase the costs of Refined Products 
about one~half cent per gallon, or an increased operat= 
ing cost of Alberta throughput only of ten cents per 
basrel. Further, the interrelation of our administra- 
tion and operating staffs in Western Canada tend to 
give an advantage to Alberta estimates with a propor- 
tionate share only of tntal costs charged. This is 
shown in the Marketing Costs submitted for the three 
Provinces over a period from 1928 to 1947 inclusive 
was given as 5.88¢ per gallcen of White Products, whereas 
the average cost over the same period for Alberta 
estimate was 5.58¢ or a difference of .d¢ per gallon in 
favor of Alberta. On the same nethod of distribution 
the Alberta ecitieeen’ gor 1938 submitted gave — 4.23¢ 


per gallon. 

Alberta further obtains 
the benefit in its Petroleum costs by the method of 
arriving at ne Crude price for the present wide dis= 
tribution, whieh if confined to Alberta uses only, would 
have been on a ccmpetitive basis with Montana Crudes = 
&1,67 per barrel instead of the $1.20 per barrel at 
present paid, and used in the estimates of 1968. 


Tris was illustrated by 


Mr. LeSueur, which, if confined to Alberta only, ani I 
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believe the figure given by him was $1.67 per barrel 
instead of the 41.20 at present paid and usea@ in the 
estimates of 1988. 

This discussion is agair 
for the purpose of illustrating the many arbitraries 
that have to be taken into account in ascertaining the 
cost to the consumers in Alberta by analysing the op- 
erations of a Gompany with wide distribution, also the 
fact that Alberta's favorable geographic position, 
with the benefits accruing to it from wide distribution 
of its natural resources and competition has lowered 
the price of Petroleum Products tc its consumers. 

I am not in any way sug- 
gesting, Mr. Chairman, that we should in any way change 
the estimates that we have submitted to this Commission 
but rather presenting thoughts and ideas that may be 
given consideration to in arriving at any conclusion 
with regard to the economics or the reasonableness or 
the price structure insofar as our company is concerned. 

Strictly the preparation 
of an estimate on doing business in Alberta only would 
have been meterially higher in costs. J do not propose 
to go into the details of such an estimate but wish to 
draw attention to these evident facts for the Com- 
mission's consideration in arriving at its judgment as 
to the economits and fairness of the price structure of 


the Industry tc Alberta consumers. 


First; that returns shown 


on itvestment would have been Lower e 


Second; competitive forces 


! 


* , 
“> sages 
a Me: 
i 

* 

3 

ove 


ae 
ss 
38 ‘ 
’ v 
x and. 
ne 
4 
“ = 
ates Vt 


ee 
Bay 
ita 

a 
ae 


y iF 
we 
roa 
eek 
em, . 
dons 
tte ae 
a we 
i 
~ 
ae ‘ 
Bs 
“ 
a 
“ Fi 
bay 
= 
“Fy 
y 
Sons Per A 
roe 2 
Zz 
sy , 


Me (ong 
Seow 
? 


Se 
‘ P 


‘ 


an 
es 
Sh} 


ry asia 
“4 , 
whe 


eg =4i 

P 
3 u 
er ee 
. ~ % 
iz 7 

c 
re 


“* 
‘ 
os nut 
ix Z +o 
Ms £5 
= on wl 
4 1 
ama 
oa 


oy 
“ 


He. As Gaby 
- 16,249 - 


ho doubt also have in a large measure de detmitioa in 
certain localities the optimum prices. 

The se have been very ef- 
feotively discussed by iir. Miller in his evidence and 
also the relations of the price structure in Southern 


Alverta to that in Montana. 


Further Risks since preparing istimate of 1938 

In the evidence that has 
been presented to the Commission much stress has been 
laid upon the hazards of industry, and especially the 
petroleum industry, not only from the fluctuating trade 
conditions due to the major industry in the West, agri~ 
culture, but from other influences beyond our control, - 
affecting price structure. 

we discussed obsolescence, 
contingencies and fluctuation in volume of business, etc. 

Since our last appearance 
before the Board, another and nore serious hazard has 
arisen, those due to war, bringing in its course many 
risks such as sunoenee, loss by deatruction of property 
and financial due to price changes. 

The cost of providing pro- 
tection to such properties because of their prime in= 
nenbence in war is great, both froma physical and 
financial standpoint. " Exehange alone is an important 
item in our Eastern operations, as well as war risk in- 
surancee Such items of expense have not been included in 
the statements which have been submitted in our evidence. 


From a consideration of the 
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Company's statements presented, the present price 
structure does not give the Industry an adequate re- 
turn to properly provide for a reasonable profit and 
for all of the reserves necessary to take care of the 
very evident hazards and risks referred to and the widely 
fluctuating market conditions in Western Canada. 

fhe next I will deal with 
is the basis of determining capital employed in arriv-= 
ing at return on investment. 

ite Bropedon, in His 
submission, pointed out that we did not agree with the 
basis of determining capital employed and suggested that 
other methods te adopted, in view of the unfairness 
and inequity over a period of years in allotting the 
property value at plant value less depreciation plus 
working capital, as basis of capital employed. We 
quite realize that in the case of Public utilities that 
appraised value less a certain depreciation has been 
adopted in certain commission cases, hut not to the 
degree that the method has been adopted in this case. 
However, as cur Company's earnings do not core anywhere 
within the realm of a fair return to establish sound 


financial operation I do not need to go farther into 


the matter. 
However, for the Com- 


mission's consideration, I am submitting the following 
statement at this point, which may be taken as my views 
after 27 years’ experience in Public Utility operatione 
The basis adopted by the Hydro ilectric Power Commission 


in arriving at the rate schedules for any municipaltiy 
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and its own operation was based on full capital in- 
vestment less amortization -and dépreci ation reserves 
were jet up o1 a Sinking Fund basisa 

I am simply giving that 
information Fecause if there is any thought of a 


sixation of prises, for the placing of this industry on 


a public utility basis. which I think would be disastrous, 


then you have to take into consideration a different 
form of arriving at the return on investment and further 
in order to secure to the industry some stability during 
1ts various fluctuations of markets. 

Now the statement I wish 
to submit is one that was taken from "Public Utilities,,. 
thelr cost new and depreciation" by Hayese The returns 
based upon capital investment. 

The theory of depreciation 
is. founded on the belief that justice to the public and 
to the undertaking can re obtained only when the fair 
value upon which rates can be based is ruled +o be, as 
nearly as may be capable of determination, the proper 
investment of shareholders in the enterprise (neglect- 
ing for the present any question of ae unearned in- 
erenent), provided there is always maintained that value 
by adequate reserves to make good the loss in the value 
of the investment arising from the years of service. 

But it has been contended, 
the courts have held that rates shall be based on "the 
present value of the property of the undertaking in use 
ful to the public” and not the cost of the pro- 


and use 


oe ni j j i is a 
perty. The answer to this contention is that it 


question of property ; not plent alone, and of property 
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maintained through ade quate reserves at that value. 

But again it is argued, 
if that theory is correct the plant value may be a 
fractiou of the cost, and the full cost be attained 
only by adding to the plant vaiue the reserves for 
depreciation. On such a basis the public would nave: 
to pay &@ return not only on the plant value but upon 
the depreciation reserves which possibly may be draw 
ing interest from some outside source. The plant is 
in use and useful to the public; the reserves are not. 
It cannot be right to make the public pay a return 
upon depreciation reserves which it has contributed to 
the undertaking. 

These arguments cannot be held 
to be sound. If all reserves are invested in plant, the 
method which has beem described clearly determines a 
value upon which rates are to be based, which does not 
include the plant purchased with such reservese If 
the property consists of plant and money properly in- 
vested, the value of the property is that sum which can 
be proved to be capable of use for the benefit of the 


public. The very fact that the plant is to be used 


‘only as long as it affords good service and will be 


renewed with funds held specially for that purpose 
maintains the full value of the investment in perish- 


able property. Nor does the public pay a return upon 


the reserves; it pays a return upon the property as a 
whole which is held and used for the benafit of the 


public. The interest on the reserve funds does not go 


to swell the returns to the stockholders vut is used to 
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reduce the amount which the public has tot’ vile toward 
the depreciation reserves. 

Investmest in property, 
not plant, ruled by Courts as basis of fair return. 

The Supreme Court (U.S.) 
has said "It" (an undertaking) "is entitled, it is 
its duty, to see that from its earnings the value of 
the property invested is kept unimpaircd, 80 that, at 
the enc of any given term of years; the original in- 
vestment remains as it was at the beginning." It must 
be noted that the court says that it is the value of 
the property, not value of the plant. This ruling of 
the Supreme Court states as clearly and definitely as 
words Gan express, that the sums Set aside fron earn-~ 
ings keep the property invested unimpaired. Another 
ruling of the Supreme Court is that it is "the fair 
valve of the property being used by it for the cone 
venience of the public," that must be the basis of all 
calculations as to the reasonableness of rates. [In 
the light of these rulings, it must be property, the 
property invested and kept unimpaired by depreciation 
reserves, property invested by the stockholders in the 
undertaking ami held by the undertaking for the per- 
petuation of the et NE the public, that must be the 
basis for all calculations as to the reasonableness of 
It is illogical and unreasonable to expect that 


rates. 


the court will hela that, if the value of the plant di~ 
minishes year by year, the return to the stockholders 


must diminish correspondingly, and be increased when 
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the reserves for depreciation properly set aside 

bring back to the plant ite original costs It is the 
investment in property that is the basis of fair rates 
and the depreciation reserves hold the value of the 
investment unchanged. In other words, the depreciation 
reserv2s are a part of the property of the undertaking, 
as much as is the plant itself. 

Dangers resulting from 
making present value of plant alone the basis of fair 
rates.s 

One more point only will 
be cited to show that the depreciation reserves not 
invested in plant must be included as a portion cf 
the value of the property of an undertaking upon which 
rates should be based» If the depreciation reserves 
are to be excluded from the property of an undertaking, 
it would ve necessary for all undertakings to invest 
all their reserves in extensions to their property 
whether there was a need of such extensions or note In 
very many cases where the growth of a community is 
slow or the financial success of the undertaking is 
doubt hull! it may be wiser to Safeguard the reserves 
by holding them in gocd, readily convertible securities. 

I simply submit that to 
the Commission for its consideration in dealing with 
the return on investment when based upon the present 
method of plant less depreciation, plus working Capital. 

I do not know that we 


need to go into the question of the return-on invest@- 


ment at this time. 
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-Now I have a few connents, 
Mr.e LeSueur has dealt with competition and what I have 
to say will deal to-some extent along the lines which 
has already been considered by iire LeSueur.. If it is 
your wish, tir. Chairman, I will prceceed with the 

reading of what little memorandum I have. 

2 THE CHATRMAN: We are very glad to have 
your views, hire Gaby? 

A Thank youe The statement that is. submitted is based 


On what I consider my experience in dealing with 
ee utilities and also with the industry and what 
contact I have from time to time had, what contaet I 
have had with resulations of one form and another ard 
their enforcement» 

The Petroleum Industry, 
from the nature of its business and market necessities, 
has a close association with the public, and the use of 
its products has become so universal in the public need 
that it is essential i modern social economy. There 
has been, on this account, a tendency of Governments 
to claim it as a public utility, notwithstanding its 
highly competitive speeaiionae 

The competitive nature 
of the Industry, with freedom of access to natural 
resources, has tended to the economic relation of 
price structure tc the end of increased consumption. 
The automotive and Petroleum Industries have, more 
followed sound economic policies in the 


than any other, 


distribution of their produets by lowering prices, in« 
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creasing quality and performance whenever vecononics 
would permit. This has, in a marvellous way, increased 
volutle of business so that it has been a major factor 
in our social economy and inoreased sthnaard of living + 
it forms a combination. the largest Industry by far in 
the country. 

It has been impossible to 
create monopolies in the Oil Industry or the Automotive 
Industry to this date. Free competition has been the 
method which has accomplished so much in so short a 
time in the development of the above Industries, its 
ing on of economies to further increase volume and re« 
duce costs, and better performance encouraged by free=- 
dem of action in Technology and Marketing. 

Outstanding facts have 
been presented to this Commission which show there is 
a complete absence of monopoly, that natural economic 
laws governing our operations in the Industry are all 
at work. 

I think the greater part 
of our discussion has been dealing with the competition 
in prices and not productes , 

The principles of con 
petition and the freedom of research in refining, have 
resulted in amazing improvements in the quality of our 
Petroleum Products, which economies, in the race for 
maintenance of the Company's position, have been 


handed on to the consumer- The price of Gasoline at the 
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beginning of 1929, exclusive of Tax WaS 2£4-8¢ per 
gallon, which has been redusea up to 1938 to 16¢ per 
gallon, exclusive of tax. At the beginning of 1929, 
in Alberta, the Gasoline Fuel Tax was e¢g and by the 
oth of June it had increased to 5¢ and was 1. SELIG Ws 


You will notice there 


from Exhibits "454" and "453" , a very evident increase 


in uctane numbers, which is the measure of quality of 
gasoline from about 50 in 1925 to about 74 for standard 
brands at this timee Now you have alsc noticed that 
there has been a given performance in automotive 
engines, the curves which are shown in the Exhibits I 
have referred to or, pardon me, those are not the 
Exhibits but there are Exhibits, we have submitted 
Exhibits dealing with the importance of performénce 
of the automotive engine showing that with an 8% 
volemetric increase there is, by the improvement in 
gasolines, as much as 80% increase in the performance 
in the automotive engine, it being a major factor in 
the promise or the possibility of such perfomane¢e. 
The principles of 
competition and the freedom cf research, this is re- 
peating, the principles of competition and the freedom 
of research in refining, have resulted in amazing im- 


provements in the quality of our Petroleum Products, 


which economies, in the race for maintenance of the 


Company's position, have been handed on to the con# 


sumere The price of Gasoline at the beginning of 1929, 


exclusive of Tax was 24-8¢ per gallon, which had been 


reduced up to 1988 to 16g per gallon, exclusive of tax. 


hie 


“3 


aa 


F. A- Gaby 


Co 
14 


=~ 15,258 - 


L am now exclusive of tax. I am not referring to the 
tank waggon pries in Calgary. 

At the beginning of 1929 
in Alberta, the Gasoline Fuel Pax was 2¢ and by the 5th 
of June it haa increased to 5¢ and was 7¢ in 1939. 

Simply itllustrating the 
increase of taxation which very nearly overcame the 
reduction of the gasoline or tank waggon price during 
that period. 

with free competition in 
the Industry competing forces engaged in the race for 
gallonage, will reduce the facilities employed to the 
most efficient method of meeting the market demand. 

Free competition gives 
freedom cf choice by individuals as to occupation and 
risk of capital, Service Station overlapping may exist 
with a minimum of profit but unprofitable operations 
eventually will be eliminated. Such competitive op- 
erations give empicyrent to labor, industry and the 
use of raw aaterials which all has its benefit in the 
eirculaticn of money which improves the financial 
structure of the community. 

Service has been one of 
the major policies of the Industry in that its products 
are marketed at great convenience to the consumer. In 
the criticism of duplication of Service Stations, con~ 
sideration is not always fully given to the necessity 
of the peak sorvice of the customer demande This may 


be well illustrated by the rush hour periods of our 
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transportation systems. There are many more cars and 
car miles operated than are necessary to economically 
and conveniently transport passengers if the hours of 
use could be diversified, hut business rules demand 
such service and it is analogous to the requirements of 
the Gasoline CONSUMETS « 

The low price of this 
connodity in relation to other necessary commodities 
illustrates in my mind the effectiveness of competition. 

Whet has been accomplished 
under a regime of free enterprise and wide competition, 
in serving the public, will in the future give a cone 
tinuance of such conditions with Little necessity of 
Governmental interference. iegulations applied to the 
Industry is sure in the long run to be disastrous to 
the best economy in the Public wolfare, not only by 
increased costs of policing but the canopy it will pro<« 
vide for subversive practices and other reasons so 
effectively discussed before this commission. 

It has been difficult 
where regulations have been adopted, to find over a term 
the equitable and impartial enforcement of such regula- 
ations which may, in the first instance have been de= 
signed along ideal lines in the interest of the com- 
munity. Abuses of privilege will sooner or later 
develop ae pera a be created that would be more 


serious than if nc regulations had been adopted in the 


first instance. 
Regulation for protection 


of dishonest dealings and/or practices ie generally 
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recognized to be subversive -to public morals, In 
attempting to protect the public interests, Govern- 
ments cal but generalize and such applied to bosiness 
have not in the past produced souna results. i 

Local Governnents of neces- 
sity, are 80 remote from the marketing operations of t he 
Industry, due to economic fuctors, that ure world-wide 
in their impact on any local situation, to adjust 
prices when adjustment is necessary with the rapidity 
to prevent economic dislocation, such as losses due to 
the rapid rise in crude prices through serious delay in 
placing the machinery in motion necessury to get final 
action by a Government agency. 

Further, it is unfortunate 
that at some time in such agencies’ history, it is 
influenced by political consiierations or prejudiced 
by groups, in its judgmm t in the determining of prices. 
Naturally, sellers wish to maintain and consumers tc 
reduce. Both cannot be satisfied and the better crgan- 
ized groups usually win out, with economic consider~ 
ations left in the background and with ultimate breake 
down resulting in chaotic conditions. 

Governmental control of 
price structure that would restrict the freedom of com 
petition in Industry would be detrimental to its 
economic operation and would restrict the exercise of 


sound judgment in the furthering of the development in 


the interests of its customers. Tt would further create 
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hardships by necessitating the reduecticn in ad join- 
ing territories not subject tu such control. 

What I mean by that is 
that any reduetion that is made in the local territory 
usually has to be extended into adjoining territory. 
Take as an illustration the recent reduction which was 
made in our "Q" and Ethyl brands. I would say that a 
conservative estimate of the cost ta the industry would 
be $300,000 per annum. You quite realize what that 
means, of which about 60% would be applicable to the 
Province of Alberta, the other 40% would be reductions 
in Seskatchewan and elsewhere. This is an illustration 
Of the oifect that sny imposcod raduction may have on 
the economics of the industry in adjoining localities. 
iWAJOR LIPSETT: Is that the reduction of 


a cent,and the half aent mdc the other day? 


Yes. 


You mean 60,000 in Alberta and 300,000 altogether? 

ET said it would mean in my estimation, taking all of 
the industry into consideration approximately 400,000 
to the industry within the territories in which we 
will have to make it, of which 60% would probably be 
applicable to Alberta. 

The fixing of prices or 
pusting is not the prerogative of any one individual 
corporation but is determinec by the economic factors 
within the Industry, whether dictated by change in 
prices of the raw materials entering into the cost, or 
the free and effective competition within the Industry. 


Individuals will take advantage of such factors, forcing 


a 


oy 


rr 
i 
ee ~— 
tee ws, 
oe 
oe 
4 - 


~ 
ke ase 
my : 


s Vene 


Ze 
x 
at 
* 
5 


; 
i 
Pas ie 


Ps ~4 
stay wes 
~ 
. aS 
ue. - em 


oN ws 
ie 
e a 


F, on 
~ 
‘ie 


‘ 
oe or 
—é ta * 
Pan sik 
omy 
x A 
tag ve 
ste = 
uy 
‘ 
= ce ‘ 
athe a 7a 
~ 
wi as a 
; P ‘= 
Pony: ty 
” Sk 
ri nie 
Mee : 
3 ry - J 
are 


= 


F. Ae Gaby 
C5 
(18 - 15,262 + 
all to follow any price change or loose market. 

Prices are fixed by 
many forces working on each other beyond the couatrol 
of any one local Industry. Why would it not be in the 
interests of the Government to fix Wheat prices and the 
flour and other products manufactured from same. 

I have in mind ecr-~« 
tain illustrations which have come to my mind in con+« 
nection with this, that has not been in the interests 
of the industry. 

inforcement of price 
fixing by agencies of Governnents is almost impos-~ 
sible when it is not in the economic interest and 
fairly equitable to all parties. This is readily under«+ 
stood from the magnitude of the problem of policing. 

Price fixing with 
Government control inevitably will paralyze initiative, 
invention, adventure and enterprize. 

It must be made clear that 
Our comments in resnect to the regulat ing of petroleum 
husiness are restricted solely to general marketing op- 
erations and that we do not suggest that the Industry 
should not be subdje%t “ all:such general regulations 
as might apply to any other Industry, such 4s com-~ 
pliance with ull fire regulations, building and health 
regulations and town planning, or any other which are 
considered advantageous to the community as a whole. 


We are heartily in accord with this type of regulations. 


Generally speaking, we feel 
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that thers can be little need in the Industry for 
regulations, esse benefits do not outweigh the 
additional expense and other detrimental features and 
Our experience is that regulations in effect camnot 

be and are not expeditiously, effectively and impar- 
tially enforced. Adoption of regulations usually re-~ 
sults in the Companies that scrupulously comply with 
same, heing seriously handicapped in competing with 
Companies that fil to voluntarily strictly comply with 
them and there always seems to be some of this type of 
Operator in each community. 

we, therefore, contend 
that the Industry is better off and the community better 
served, without regulations. 

It is difficult for anyone 
to envision the complete economics of so vast, com- 
plicated and sensitive an underteking as the Petroleum 
Industry. in Canada we have not control of the economics 
of the most important and larger part of our costs, pro- 
duction and services, with the excepticn of the small 


percentage in Western Canadc. 


I think in that relation 
“ire LeSueur stated that 80% of the cost entered into our 
refinery products, and the cost of raw motorials entering 


into our refinery products was subject to world impacts 


in competition. 
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i Peter to. crude costs, trensportation and the other aka nouns 
factors thet surround these items due to world impact; The 
magnitude of the results of today have been due to free 
competitive effort with such regulation in conservation 
of crude supplies that has prnved beneficial to sound ec- 
Onomic operation. 

Natura’. economic forces are 
aacequete to keep business on a sound besis when honest 
competition is evident and Government regulation is only 
Justified when economic forces fail through unsound ethics. 

Governments inherently have 
not the qualifications for control and regulation of Industry 
when Government substitutes itself as maneger of the business. 

I only have a few more remarks 
in connection with the question of taxation and that will 
complete anything thet I have to submit, other than some 
questions that I believe that are being aske@ by yourself 
in regard to contracts. The Petroleum industry has contribute 
to a higher standard of living by passing on economies and 
efficiencies brought about by improved Technology, resulting 


in reduced price structure. Reduced prices heve performed 


their part in increasing the purchasing power of the indiv- 


idual motorist whose budget, in 75% of the owners, is limit- 


ed in amount to less than $3000.00 per annum. The average 


ments ability to travel is reduced inversely as the overall 


price of gasolene is increased, with the resultant loss to 


him in health, knowledge end recreetion, which hes its 


effect on the social state, and convorsely reduced prices 


inorease these benefits. Lower prices cen only increase purch 


asing pewer for the wmnsumer within the limit of the budget 


of the average men and, conversely, higher prices reduce 
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volume to his limit in the retio of evailability to his needs, 
but with higher prices brought about by increased taxation 
end regulations, employment in Industry is lessened with 
resultant lowering of the purchasing power of the community. 

uxcessive Government taxation 
is an impediment to progress end a lower cost of living is 
brought about by such increase of taxation, which, eloneg 
with reguletions is playing an important part in increasing 
the cost to Industry. Increased direct and indirect taxa- 
tion, is in many cases equal to the economies effected by 
the increesed volume, and technology experienced and 
utilized by the Industry. The evident indications are that 
anoint is being reached in many localities where future 
economies cannot ksep up with increesed taxation. Not- 
withstanding the efforts of the Industry to economize in 
the utilization of science and improved methods on its 
operation. 

The Industry cannot perform 
miracles end it has reached the point, in order to maintain 
good service ond its volume position, increased costs, 


through uncontrollable sources, must be discontinued or 


revenues increesed,. 

The ever incressing volume 
thet the Industry has experienced in the past due to the 
rapid development of the Automotive Industry, cannot be 
expected for the future. The density of populetion end 
cer ownership, per unit of population, is becoming stab- 
ilized by saturation. The improved performance of the 


“motor cer hes also reduced the volume in proportion to 


the mileage. 
s been very effectively 
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illustrated by the Graphs which have been submitted 
showing the reduction in price of Gasolene and the 
increase in fuel tex imposed by Governments. 

I think Mr. Chairman, that 
covers all the general statements I have to make in 
connection with our particuler corporation. we have 
as you know in the exhibits that have been submitted and 
in the briefs by both Mr. Bronsdon and Mr. Miller endeavored 
to put before you in as full detail as we possibly could 
ell itne pheses of our operations and the relations of 
impact of cost and other items in connection with it. Also 
we have endeavored to submit the details of our marketing 
costs as fully as possible and with discussions on the 
competition thet is evident from othsr sources, we have 
@lso placed before you in our brief information as to the 


Verrous rieks’ and the ressons for those risks thet sre 


involvei due to technological and other reesons su, 1 do not 


think thet it is necessary for me at this time to enlarge 
in any detail cn what has already bezn submitted. 


THE CHAIRMAN: Did you sey Mr. Gaby there 


was another matter that you had to deal with, that had been 


end you were going to put before us? 
T believe the question was thet we should give all the in- 
formation es to the contrects, the crude contracts we have 


in Turner Valley. At the present time we have 52 crude 


contracts, of which 14 ere for the life of the well, with 


i i int : i interest 3; 2 bg 
financial interest ; 6 no financial inter an are five 


yeer contracts: 5 é6re thirty deys notice and 5 of them are 


verbel eoutracts. Scven to 8 of these contracts ere for 


eas wells serving our ebsorption plent. 


. . i) / pe Ge ° 
Now was there any other information Mr eby 
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A tf have nothing further unless there are some questions 


to ask in connection with it, 

MR. g PRLWLAY: Mr. Geby you think that there 
should be no Government regulation of eny Kind an “thes 
industry in Alberta. Is that a fair stetement? 

Thet is a fair statement yes, 

If we find a veriety of whet would appear te almost anybody, 
tc the averege citizen, as unfair reteil merchendising how 
are we going to stop that, 

i should.«say titet if you find in the industry “unfair practices 
that cannot be remedied by fair competition, excessive pract- 
ices,then I should say tne Government probably shculd give 
some consideration to such conditions. 

Pf meke the concrete suggestion to you and invite your 

comment upon it. We have been told end I think the fact is 
chiefly by your own company, that thereis a sucker trade 

in She retail business at any event in this Province, which 
means simply that only the casuel motorist, the unsophisticated 
purchaser psys the posted price. And I defy eny newspapers 
to say I am defining the ‘sucker trade’. | 

Yes. 

In any event let us assume that Ps *26Ing Ot.) “BO YOu HoT 
think thet eae very selutery way of deeling with that, assuming 
thet it is evil, don't you think there is something wrong 
with the fsct that I pey one price and another purchsser 


who knows the service stetion agent e little better, no 
matter how quietly or noisily he goes to the service stsetion, 


should get another price. You will agree with Mr. Stevens 


that we should ell get the seme price? 
Neturally yes but there is @ bargaining point, as hes been 
very well illustrated by Dr. Frey and there are conditions 


under which you heve under-cutting end bergeining under the 
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canopy. 
Assuming that. Do you think thet no Government agency 
should interfere with that end we should just sit idly 

by: 

I do not ses in wheat respect any Government agency could 
deal with that. 

I am going to suggest this that e service station propriecter 
could have as meny prices eas he liked, eighteen if he liked, 
but he post them ell. He posts them so thet when I enter 


in there I tan by looking at his sign see whet class I 


boone tex 
MR. HARVIE®? we know, 
MR. FRAWLAY: And then know what price 


to pey. 

If you posted them ell 1 doubt whether anybody would pay 
anything but the minimum. 

Then the minimum would be the going price? 

Quite right. 

And it would surely eliminate the unfairness, I sey the 
basic elementary unfeirness to the public in permitting 


e retailer in any commodity like gasoline - it might be 


& 
t 


me) 


ell right to go in end haggle ebout the price of 4 ha 


in a store - but I sm talking ebout s basic commodity 


like gasoline end I ssy 6 person should know whet he pays 


for gasoline just like he knows what he péys for mipik 

in this city end he knows thet. 

The difficulty es 1 see it Mr. Frewley - it would be ideal 
to have such s situation if it was possible of policing. 
But we heve got the humen element to deal with. we have 
the merchendising element where one men Le ATyIne Voi 
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orease his Volume or other.ise and he certainly may cu 
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F, A. Gaby 
his prices to meet « situetion. 

Q All right. However I teke it from thet remark you make 
some concession to me, You sey thet it is impossible 
of policing end in your view thet is one reason thet we 
should not have it? 

A Thet is one reuwson yer. 

Q We had «6 great deal of trouble in enforcing the Liquor 
Act but that did not deter the Alberte Legislature from 
passing and amending and re-emending and amending yearly 
Chis Liquor ActT> 

A The Liquor Control Act is an entirely different proposition 

from the sale to customers of gasoline. If you hed public 

Utility such as e railway, where you ned not the proprietor 

of the particular locetion dealing with the public, but you 

had an ordinary employee desling with the public, such as 

Pho Conductor Of €& street car, then prices might be fixed 

Sopris ecuori lyse Or if in. the case of electricel power eer 

vice or items of thet kind. But when you have got the prop-- 

rietor owning a business in the commodity in which he is 
dealing; it is his business es to whether he will eccept 

the posted price or something under the posted price. 

You mean following it? 

Follcwing it yes. well I meen accepting it for his goods. 

From the public? 


From the consumer yes. 


Ss O & oO 


you regard the service stetion business is wholly and com- 


pletely the business of the reteiler in view of ail the 


evidence we have hed here? 


; ; ; _ A Pi . . = , 
A I would sey thet it is more then 90% the business of the 


retsilerse. YOu teke our own illustration .2. 46 fen 22 cus 


comneny is concerned we have very few stetions thet we 
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Own or control. 

But those you do own or control -« 

ch think 27 is approximately the number that we own and 

COntrOL in Onterio, 

But we cannot think of it in the light of your own company 
but teking the averege of all companies -- 

It might be slightly highsr in other companies but I would 
think thet the condition existing in the British American 

Oil vompany would be like to the condition in other companies. 
wet I am discussing with you now is whether or not you have 
not got an interest in the light of all the evidence we heave 
feerdi tere, that you Have not cot an interest in the retail 
business? 

We only heve an interest in the retail business insofer és 

we ere interested in the ownership or actual operation of 

Stic reteil outlet . 

You keep the retailer there by virtue of bonusing? 

Not always. 

But where there is bonusing and to the extent that there is 
bonusing you are certainly ihterested? 

I would not say thet :t is bonusing. I would not say that 

we bonus the industry or bonus the reteil outlet. It all 
depends on the location of that outlet end what rental 

thet outlet cen pay. It is a matter of economics, If we 
heve been unwise in paying more for the outlet in the IfTTst 
instence we have to deal with it in an economic manner in 
tie rentvel. 

But whatever you went to call it you heve en interest in 
the reteil operetion, I suggest, by virtue of the fact 


you help to maintein it there and help to maintain it be- 


esuse he does not meintain it wholly himself? 
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Thet is not quite correct Mr, Frawley. You have conditions 
in Ontario where you will find thet the reteil merchants 
Seu reirly well their own prices so far as the consumer 
trade is concerned, You take the conditions in Tornnto, 
you will find thet the reteil merchents there are the ones 
thet determine to a large extent the prices that are the 
consumer prices, 

You agein refer to your statement thet there should be no 
regulations but you do say thet there should be something 
done about stopping a lot of dumping of Montene gasoline 
into this Prov inee? 

Quite right. 

The 18 reguletion by somebody. I take it and very drastic 
guletion.. 

Thee le se matter of investigation as to whether fair pract- 
ices sre being adopted in the importation of gasoline in 
competition to thet in this country. 

Yes end if the investigation hed resulted it being established 
thet there is dumping your compeny wents that dumping effect- 
ively prohibited? 

Quite right. 

And thet is by the due enforcement of the regulations of 


the Department of National Revenue. 


Yess 
Well you cannot sey any more then thet. You do not see that 


there is any need for preventing under the cenopy chiselling 
thet on the Apiashes OF your own witnesses is going on in 
this Province. How is thst going to be prevented? 
situation ould be adopted thet wuld meet 


the condition ell right. But in theory these regulations 


look ideal on the surface but in practice they heve not worked 


out satisfactorily and thet is the reacon why I em making my 
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F. A. Gaby 
statement today. - 
Q Why be so pessimistic. Perheps I cen agree with you that 


the regulation which sought to prevent it was 4 poorly 
drawn one - and I can say thet beceuse I hed something to 
do with the drawing of it myself - but perhaps it is not 
doing its job et all. But why should 3 be detsrred from 
sitting down with the industry end the enforcement officers 
end re-adjusting it and see whether there hould be some 
manner of recasting thet regulation. But what I em bothered 
sbout end I wondered if you just altogether me aat it was 
that there should be no regulation at éll. Tear up the 
Sstetute ontirely. You do not want to go thet far? 

A I meant the regulations as we understend them, licensing 


and other fectors. 


Q You do not object to paying a little license as you go 
along selling gasoline? 

A Hewe tO NOY in thet Tormy, If the lveense Ts pro periy 
enforced and handled and without discrimmination and in 
the interests of the industry and the consumer as to 
necessity and convenience in an ideal situation, I would 
sey thet is satisfactory. But we have not found in our 
cperetiuns - or rather we heve found in our oneretions 
that licensing has been abused. 

2) you mean thet is an abuse about issuing licenses? 

A Issuing licenses yes. 

Q Too Tresly? 

A Yes. 

Q Now I have something more interesting to discuss, er perhaps 


it is more interesting with you. You say that there is 


lots of competition in Q gasoline in Alberta? 


A ne would say yes there is lots of competition. 
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I want to cell your attention to some of the facts first 
that perheps you are not aware of that I would like your 
comment One I velue your comments. Perhaps you will. then 
let me put te you whet happened with respect to these 


two gasolines. I find on looking st the history of third 


Pe Wik AA ie INLET NFHS cic A SOIR INE teeny ripe 


grede gasoline in Calgary thet on the 27th of February 
the price wes &£l¢ - the posted tank wagon on third grade 
gesoline was 2i¢g on the 27th of Februery 1935. On the 
“wayeon Febrnery 1935, And 1 find thet on the Sth or guns 
1955 thet hed dropped to 16¢, in two drops. It hed been 
2l¢ up to the 27th of February 1935 and for quite some 
times Por two years, ebout two years it had been 2i¢ 
ihempoavihne 27th of February 1935..80 dropped ito.179, 46 
4¢ drop and then on the 6th of June 1955 it dropped to 
16¢ and therefore between the months of February and June 
in 1935 third structure gasoline in Calgery dropped 5¢. 
I turn the pege and look at the history of Q gesoline in 
Piberte.end, 1 find from the 18th of December, 1955 to.gne 
2nd of Februery 1936, thet is two years end about a month, 
the price was 224¢. Now that in my feeble and confused end 
vague way is whet I hsve been telking ebout in discussing 
the competition in 9.. Now those ere the facts. I suggest 
to you thet in 2 there were just two people selling it, 
your end the Imperial oil Comoany, and the jobbers from 
you and the Imperial 9il Company ,operetine on sweeten 
spread. Whereas with third structure gesoline wes knocked 
down in price that violent wey by the coming onto the market 
of ens ouverts with his ence Velley gasoline. Now that 
= is 6 fact. JI invite your comment és to whether or not 
those proved facts do not support my suggestion thet there 


wes no competition in Q, thet Q remained just where it was 
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during all of the violence that was going on in the third 
structure gesoline, that Q@ remeined es it was and I put it 
te you that reason for thet wes thet just you end the 
British Americen were engaged in the manufacture and sale 


of Q gasoline, ‘Is there anything in thet ét sll? 


THE CHAIRMAN: You mean you and the Imperial. 
You seid British American, 
MR. FRAWVL SY: Yes you end the Imperial. 

A I would like to know what the competing factors were. 


16 VaLEo 7 


In third grade gasoline. Was it a question of naphtha coming in 


and luwer grade gasolines coming in? 


Whatever that product was I think we can say, we seem to 


re) 


be all agreed it was due to the Mayland Compeny throwing on 
the third structure market their product which they had 
begun to meke in turner Valley. I think we ere ell agreed 
On thet. But of course you must understand, and I should 
add to that, thet Mr. Maylend had no sthyl license. He 
had no plant to manufacture Q. He was not in the 2 business 
at all. Now those ere the facts,what do you say ebout them? 
A I would say, competition was working. 
Q Trove Caird structure? 
A In the third structure. 


Q Yes but was it working very hard or et all in Q? 


A I think it wes. You know that 2 and sthyl were not a very 


large preportion in volume of business probebly in that 


time. 


Thet may be. But apert from volume It just want to know 


xD) 


what we cen get out of the bare facts? 


A I do not think you cen get enything out of thet fect there. 


We cannot get enything out of 1t? 
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No except those prices had remained thet way. 

Those prices hed remeined thet way? 

¥es’. 

While third structure was apperently going down Very Tepldiy 7 
Ye 

In other words there did not seem to be anything to warrant 
them bringing it down so it steyed there at 224¢ from 

the 18th of December 1933 to the 2nd of Februery 1936. The 
eause I think you and the Imperial know. 

iveam no. really in a position to discuss the detaits tor 

the particular conditions obtaining at, that time: 

7+ Would not be feir to ask you to go into much detail 

Mr. Halverson may heve to come and tell us about it but 

I hed planned to get your opinion, because you agree with 
the rest of the majors that there has been 6 greet deal of 
competition in Q. | 


Quits. right. 


MR. NOLAN: And pr. Frey. 
MR. FRAWL iY: SULLe true. 
MR. COMMISSION IR LIPSITT: Mr. Plotkins put a question 


here two or three deys ego and I am sorry I did not follow 

it up at the time. It is e question of the competition in 
third end from the question he put I rather gathered he was 
intimeting or putting forward the suggestion that a ereat 
desl of competition in third was wing to. the Montena product. 


MR. FRAWLAY: A good deal of the competition 


in third was due to Montena -- 


WR. COMMISSION2R LIPSE&TT: Due to Montene imports, 


VR, FRAJTLOY: Yes he said that. Mr. Trimble 


brings in no considerable quantity of regular 6nd brings in 


» lot of third structure and the operetion of Mr. Trimble 
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it has been pretty well égreed, is one of the largest 
fectors in deprecieting prices in southern Alberte. 

MR. COMMICSTONTR LIPSATr: Yours'es you are putting ws 

tO Mr. Gaby thet the reason fcr the reduction in the price 
of third structure wes competition from Ges and Oil Prod- 
ucts. 

WR, FRAWLEY: Mr. Trimble was not in the 
picturs at thet time, iI wes giving him e specific instance 
of whet happens when you have reel competition in the market 
and an instanceof thet is what Mr. Maylend did in the months 
opiveprieiy, Merch, April, Mey ‘end June im 1935. “He Brouent 
thet price down 5¢, thet is ell. Mr. Trimble is now operat- 
ing but Mr. Trimble is eae recent fector in the merkst. 

Mae (COMMICGION.R LiPSsTrr: At that time competition 

of Montene third structure was not effective. 

MReo PRAWLEY: IL think) we Cen way) == 45 
wonder if someone could inform us about thet. 

MR. PLOTKINS ; Competition st thet time 

was effective on third grade from Montana. It has been for 


a few yeers. 

MR. PRAWLIY: Lsce, 

MR. PLOTKINS: . I think I. could help Mr. Frawley 
in questioning Mr. Gaby in stating thet the big reason for 
that sudden drop was thet the Ges and Oil Products for the 
first time found themselves with e product thet cost them 
very little in comparison to the refinery products end that 


: * ees Ey ae 
the industry hed to meet it irrespective of the ree on for 


the drop in price. And that should be considered by Mr. 


Frewley when ne is dealing with thet question. 


MRY COMMISSION R LIPS:fT: Whet I wes trying to cleser up, 


Mr. Plotkins, in my own mind was, Mr. Frawley was putting 
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the point to Mr. Geby that the reduction.in third structure 
was caused solely by Ges and Oil Products eat thet time, 

Now I heard your question thet the reduction in third was 
dergely caused by the Montana competition and I was wonder- 
ing if that wes correct? 

MR. PLOTKINS: Thet is correct, 

MR. COMMISSIONER LIPCETT; Se thet both factors were 
operating in regarca to third structure. 

Mie ,PLOTKING: Until the Mayland plant was 
built, the two competitive factors that influenced the 

price of third grede wes Montana and Turner Valley separator 
naphtha. When the Mayland plant finelly came into the picture 
Taey introduced a third factor that could be produced 
cheaper then either the metho} of importing or by separator 
naphtha, which upset the field price. So thst we then have 
another factor end that is whal caused the denies in 

the price at that time. 

MR. COMMISSIONER LIPSHTT: Mr. Frewley was putting it to 
Mr. Gaby as correct that the reduction in third structure 
was in reality csused by the Gas and Cil Preducts entry inte 
the competitive field. 

MR. PLOTKINS: That sudden reduction yes Sir. 
But we should also state the reasons why it came about so 
thet Mr. Geby cen intelligently answer. 

MR. FRAWLEY: The reeson is thet Meyland 
havine put this product on the market -- 


MR. PLOTKINS: True, at a considerebly re- 


duced cost of manufacturing which other competitors did not 


choose te follow. 


MR. FRAWLEY: Surely and I hope I am not 


unfair in omitting to state thet, but thet just neturally 
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foliows. He put it on at a price satisfactory to himself. 
If his cost for one reason or another were down he did 
throw it on the markst end Mr. Helverson met him ib the - 
prices beceuse I am reeding from the Imperial Oil posting, 
MR. PLOTKINS:- I do not have an abso ption 
plant and I could not meet thet price and neither could 
the other marketers end how ere you going to teke care of 
thet eltuation. 

MR, FPRAWLAY: I cennot take care of every 
refiners’ difficulties but I em simply meking the point, 
and I hope IT am not unduly laboring it thet these prices 
indicate active competition in third end no competition 
Wwhetever ino. I cannot say any more then thet. 

THE CHATRM/N: vell what is the question 
of the witness? 

MR, FRAWL ZY: I do not know thet the witness 
cen say enythineg more ebout it. 

A I can say this, I just enswered the question ae few minutes 
ego end thet is in giving some information on 1929, the 
price of 9 of which you are speaking now, in 1929 was 
24,8¢ end apparently e competitive factor had been in 
Operetion to drop it to 22,5¢ in 1955, or 1954. 

MR, PRAWL&Y: I can give you some prices. 
On the 29th of October 1930 the price became 224¢. My 
history does not go beck beyond thet. B2i¢, Then we heve 


a range down to the 18th of December 1933 and the price 


a 


is 224¢. Now itranged to 2li¢ to 193¢, 19¢, 19S¢, 2l¢ 


227, 208d, 20¢, 20k¢, Sly, 22¢ and then the 224¢ that I 
heve been sneaking sbout. Thet was the range of 9 in those 
days, from )ctober 29th 1930 down to the dcte I gave you 


the 2nd of Februery 1936. It started off <¢% aus¢ end landed 
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et 223¢ during that period. 
A Mr. Frawley, from the information that you submitted, 


certainly competitive factorsmust have been at work or 


there would have been no chenge during thet period of that 


price. 
9 There would not have been any chenge? 
A If there hed been no competition the possibility is that 


it might héeve been fixed or frozen. But I csnnot answer 
without knowing what the factors were, the causes 
having impact on those prices,as to whether competition 
was prevailing or not. 

Q Perhaps IL am not making myself clear. The fact there was 
some variations it means thet the price range of the Imperial 
had some reason to go from 225¢ to 213¢ and back to 225¢ 
end so on but what I am suggesting to you is thet your 
eompany, the only other person in thet merket, just follow- 
ed rejigously these price cuts or price increases. That 
fele@ecects is 1% not? 

A We must have felt they were fair if we did it. 

») It may be so and it may be again thet begs the questicn. 
The fact ig and I suppose you will agree, that your ©mpany 


has always followed the Imperial? 


£ No not al.iays. 

Q No? 

A No. 

Q To what extent have you not done so. I certeinly want to 
know all the extent. 

A Ho not ask me thet beceuse Il heve not got the information 


si any m 
available but I know we have not always followed. Lhere 


was one illustration of course this year, the cut on July 


24th. we did not follow thet until the other day. 
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Until the other day? 


Thet cut wes in decimal points? 
A No it wes approximately l¢. 
9 Well IT do not want to minimize it, but go beck beyond 
the 24th of July 1939, 
A tam not in @ position to give you the details. 1 would 
have to Look up the records. 
thet is why I did not want to go into detail with you. 
A Mr. Miller could answer these questions as far as the 
Weet is eoncerned very effectively. 


IT heave examined side by side all your posted tank wagons 


PE i 


and the Imperial posted tenk wagons end it Would show 

us that down to July of this year anyway that there. wes 

fe toplewing of tie price leader. We haye*had iheereesons 
Tor. aus 

A Yes. 

a} So that I say thet you heve followed generally speaking, 
and perheps exactly followed the Impericl, the price 
leader throughout ell the yeers in Q gesoline and in other 
geasOlines for thet matter. 

A Well I would not answer t> thet. 


(Page 15,281 follows). 
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Q But you did not, youwere not the one, it was not your 


Oo b&b | b& 


company that gave, that made any sharp decrease or any 
decrease at all in the prico of any of the products, 

posted tank wagon prices on any of the products in this 
province during the years ycu have been in business here? 
Well, I cannot say. 

Are you operating in Nova Scotia? 

Yes, to a Small extent. 

What is your experience with that Statute which was passed 
in 1954, which gave the Public Utilities Board there the 
power to fix the price of gasoline and which provided by 
Soction 26 that there should be no increase above the prices 
as they were on the lst of January, 19357, without the leave 
of the Board, what has been your company's Cxperience with 
that? 

Answering that particular point I believe price increases 
have been made effective, without the approval of the Board. 
I suggest tn you that you might, therc has been a general 
decrease in gasoline prices? 

con I know of no application which has been made directly 
to the Board by tho companies. 

But you do not suggest that any increase in prices you have 
made has been in violation of Section 267 

No, cna ret ton in Nova Scotia is very small. 

MR. FRAWLEY: | I think I may as well now 
as at any other time, offer this as an sxhibit, it is a 


pamphlet copy of this Nova Scotia Act brought up tu date. 


(PAMZHLET COPY OF NOVA 
SCOTIS aéT PRODUCHD 4ND 
MARKED 4S BXHIBIT "671". ) 


MR. FRAWLEY: Just while you are on the 


stand, Mr. Gaby, a matter of perhaps policy, we have gons 
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into the policies of the Ethyl Gasoline Corporation to some 
extent and one of the things’we have been discussing ts | 
their policy that jobbers, as we know them in Wostern Canada, 
are not entitled to sell gasoline under their own name, 
Ethyl gasoline under their own name, although they are 
privileged to sell "Q" under their own name; now tho 

jobber you have is, I think, a good example of what I 
suggest is a pioce of discrimination, I suggest it is 
discriminatory against your jobber, the Great West Distribut- 
ors, that they should not be allowod to sell Red Head thyl 
Gasoline, "Red Head" being the brand name of that Company, 
while the Canadian Oils Limited, one of the Imperial jobbers, 
is privileged, equally a jobber I suggest, is privileged to 
well White Roso Xthyl, "White Rose" being their brand name y 
what are your views mr tate Mr. Gaby, as the company supplying 
that particular jobber? 

A I should think that was a matter for the policy of the Mthyl 
Corporation, as to whom they sell to and applying thelr 
qualifications that they would require for any contract 
which they may enter into. 

Q You do not mean thet you are, that it is indeed a matter for 
the Ethyl Corporation? 

A It is a matter for the Bthyl Corporatione 

Q Quite, indeed, but I am complaining about it and I ask you 
to put yourself in the position of Me. Macksnzie and I suggest 
as far as Mr. MacKenzie is concerned it is very unfair that 
he is not allowed to sell #thyl gasoline under his own name, 
whereas another verson, carrying on the same kind of business 
in the same way, namely the Canedian Oils or the North Star, 


is privileged to do that; now I am not pressing you for an 
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opinion just because he is your jobber but I would like 

your frank opinion as to tho fairness or otherwise of that 
policy, the suthyl Gasoline Corporation is not above the law? 
Quite true. 

Well what is your opinion? 

I have no opinion. 

You would not want to offer any opinion at all? 

No. 

“Nell what do you think about making the refinery more accessible 
to the retailer, and I mean by that, what reason is there why 
a group of retailers in the town of Red Deer or in the City 
of Calgary for that matter, jointly entering into an arrange- 
ment whereby they would take a refinery quantity of gasoline 
and be permitted to buy at refinery prices; that does 

not exist, as you know now, and what are your views about 
that? 

Well if you are going to handle the business in that way it 
would mean an entirely different set-up, not only of price 
structure but relations between the parties and ourselves; 
that is if you are going to handle business of that 
character. 

So far as guantitiy is concerned, in my hypothetical question, 
IT am asking you to assume a quantity comparable to what is 
now being purchased by some of the smaller jobbers, whica 
would be their mininum; for instance we know that the Imperial 
Oil Gompany sells less than half a million gallons a year to 
the Medoll-Frontenac Oil Company, nevertheless they buy at 

a very favorable price, 10 cents at the refinery; now that 

I suggest to you, that makes reasonable that which I put to 


you, that makes reasonable my suggestion, that anybody, 
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snybody whoever he may be, three or four retailers banded 
together, eble to bring their buying requirements up tu 
say 400,0U0 gallons, which the MeColl-Frontenac buys, that 
they should be able to go to the Imperial or to yourself, 
either one of these twu refineries and buy at 10 cents a 
gallon or whatever refinery door price which you have, 
what do you think about that, what is wrong with that? 

A Well, I think it would a great deal depend upon the character 
of the group as to whether it was a company operation or 
what they <could form themselves into but if they are individuals. 
retailers, joined together as a group -*- 

Q Yes? 

A Without any financial responsibility or probably any reason 
why they should get such a contract, then I do not think it 
would be good business to do so because it would break down 
our contractual relations with the different classes of 
customers we are already dealing with. 

Q I know, but you stand ready to sell to any jobber, take the 
Mc@Goll-Frontenac. they could change from the Imperial to 
your company today? 

ys Yese 7 

Q And without any dislocetion in your policies of any kind, that 
Psetrue Lsvitienot? 

A That is quits true. | 

Q Phen I am thinking of quantities, I do not suggest that anybody, 
any small, little retailer, conld run with his tank wagon to 
your refinery and buy at 10 cents a galion, but I suggest if 
they buy in tank car quantities, there should be some arrange- 

cny group of retailers, either 


ments whereby any persons, . 


wholesale resellers or retsil resellers, should have the 
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privilege of buying, there should be a4 going refinery price, 
1t is 10 cents at the refinery now, all of their jobbers 
now buy at 10 cents and it is either 1C cents or something 
very close to that at your refinory, there is not much 
distinction, not enough to talk about, perhaps none at all, 
but there is this distinction that it seems to be impossible 
to get the refinery a little closer to the consumer, that, 
in e word, is what I am striving to do and it seems to me 
there should be some more eélasticity whereby we could give 
the retailer a longer spreed, much longer spread, part of 
which he would pass on or would be expected to pass on to 
the consumer in a lower consumer price, which is certainly 
what I am striving for, what do you think about that? 

A Well I do not see, as I understand your proposition; that 
there is a group of retailers that go into the refinery 
and buy at the tank car price. 

Q Yes? 
From the refinery, equivalent to a contract with a responsible 
concern. 

Q I would hope that this coneern would be equally responsible, 
assume equal responsibility, assume that? 

vs) That would all depend upon the character of the responsibility 
and as to whether we would be satisfied with that, whether 
We would contract in that way with them. 

& You mean to say, if there was no other reason? 

A That these dealers, if the character of the corporation 
which comes to us to buy is equivalent to that of another 
corporation which is buying, we would give it very fair 
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Yes, it might be worth while to explore it, I think this 
is important enough to spend qa little time on it, it is 
very much the meat in my humble submission, of what this 
Commission is expected to do, one of the things anyway. 
THE CHAIRMAN: Well, Mr. Frawley, I 
see no possibility of the examination of Mr. Gaby being 
finished tonight and as we want to see you for a few 


minutes, J think we will rise noWs 


( Phe Inquiry was hore adjourned to be resumed at 10:00 A.M. 


November lst, 1939. | 
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PidipekICh Ae GABY, hav- 
ing been recalled, examined by Mr. Frawley, said: 

Q lire Gaby, we were talking last night when we rose about 
prices and one company following the OLners To renuens 
Buppcse there is not such dispute avout that, that your 
company follows the Imperial pretty consistently all 
the way through? 

A That is quite right, we do. 

Q You see that is just what lir. HIsworth said in 1938 in 
the Parliamentary Investigation. i:r. Bothwell, a 
tember of the Parliament was questioning him and he 
seid: 

"I just want to ask you another question in re~« 
"eard to your prices. The prices are fixed by 
"the Imperial O11 and then you follcw the 
"Imperial Oil prices? 

PA. Yen." 


Then there were sone other things brought up. 


TH CHATHOAN: The witness has said that 
now. 
nuce FRA WLIGY + Yes, he says the same 


thing, that is all. 


THE CHATIGAN: Any questions cir. Harvie? 


isite HARVI 4: NO. 

THE CHAT AN: lire Wolan. 
iiRe NOLAN: ilo my Lord. 
Q iiaJOR LIPSuT?: : ure Gaby, has your company 
any record or any infortiation as to the effect on the 


consumption per capita of the 10 cent tax in the tiaritines 


as against the 7 cent tax in other Provinces? 
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I do not knuw that we have details of that but my ine 
formation is that the actual consumption went down 

after the increase of the tax but it is very difficult 

to ascertain such facts in view of the fact that there 
may have been a diminution in tho tourist traffie and 
other things; we also have the newspaper items in 
Ontario as to the effect >of the 8 cent tax; in May and 
June there was a reduction in the consumption within 

the Province of Ontario and that has not materially ine 
creased or it has not increased in the same percentage 
Over One year as to another,in the last year as it has 

in the previous years, so there is the possibility, it 

is a very hard thing to determine but there is the pos= 
sibility that that had some effect in connection with 

the actual consumption; that would be reflected, although 
it is a small amount, a small amount in a working man's 
budget, nevertheless he only has so much to spend and as 
I pointed out in my brief there are approximately 75% of 
the motorists who rbseve an income of less than £3,000 per 
annum. 

Yes, and there was another thing, I do not know whether 
you can give us any general view about it, und that is in 
reference to this pipeline. We got an expression from 
bir. LeSueur as far as kegina was concerned and I was 
wondering if your company has any views about it? 

Yes, we had prepared estimates prior to the time we re- 
ceived the reduction in freight rates and it was our 
opinion that it was economical to construct a pipeline 


tO Regina in competition with the rail rates then in 


existence: 
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Q That was in comparison with the old freight rate, was 
it? 

A And even the new freight rate, although there is a 
close relation, it is, it would be economic to buila 
the pipeline with all of the information we have now 
available as to the reservoir capacity of Turner Valley 
to meet the market in Western Ontario, or Western 
Canada, pardon ne. 


Is there a substantial differential now between the pipe=- 


&o 


line rate and the railway rate, I mean from the pcint of 
view of the railways, it would be a serious loss of 
trarfic of ‘course? 

A “es, we have to give that consideration in dealing with 
our problems, There would be, I would say, a fairly sub- 
stantial difference between the two. 

Q Now have you any ideas at all, wre Gaby, as to what would 
be the best method of approaching the building of a pipe- 
line, would you consider it should be built down as far 
as kegina with a different size oF carry it on to the 
Great Lakes, as if it were a first section of sonething 
lerger, or should it be just a pipeline to siceet the 
present demand at Regina and i:oose Jaw? 

A I think with the information which we have available at 
the present time it might not be good judgment to en- 

line of capacity to go to the Great 


G@eavour to builc a 


Lakes; that is you would have +o build a very bigh eap= 


acity line and the pumping stations might be different 


and ctner items of engineering and it would b? more 


economical to deal with the necessities of the Saskatchewan 


and the lianitoba. or the refineries in 1.0086 Jaw and 
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Regina, as applying to any pipeline for that distance. 

Q You would contemplate then really, iir. Gaoy, a sualler 
line now, which either would have to be duplicated or 
a larger one substituted if it ever went further? 

A that would depend, lir. Lipsett, a great deal on the in« 
formation which is available at the time we give con- 
sideration to the construction of the line. If it so 
happened that a greater reservoir capacity was drilled 
in the Alberta areas, there is no doubt that we woulda 
give consideration to the economics of putting in a 
larger pipeline if that is so, but with present conditions, 
and with our present knowledge and commencing the line as 
of this date, my own judgment would be that we would build 
the line for the capacities necessary to serve those two 
refineries. 

Q Well do you consider, have you considcored in any way, 
whether that should be done as a separate undertaking 
with outside money if possible or if it is a scheme which 
one or both or several refinery companies should co- 
Operate in? 

A Oh I think that would be a matter of either negotiations 
at the tine that it was under consideration, Sy snmeone. 

C, Yes? 

4 There is no doubt that in a proposition of that kind in 
which the oil companies are largely interested, where 
refineries are very lurgely interested, we might be asked 
to participate, if we did not initiate in the first place. 

Yes, it would seer to be a construction which would be 

ultimately at all events and perhaps right from the 
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Q 


start, be in the nature of a public utility just the 
same as the railways? 

There is no doubt that, well I would not like to Bay 
that, but there is the pnssibility that it woula@ be 
treated as a common carrier. 

Yes? 

Becuuse Of its nature as fron the transportation stand~ 
point. 

Now another point, maybe, this one cent reduction that 
the farmers get, at least this une cent which they pay, 
as compared with the 100% dealer. If the warketing ul+ 
timately developed towards the position where the 
farmer in all cases took delivery, where the farsers in 
all cases took delivery or paid for it, would there be 
then the one cent available for a reduction in the 
current price to them? 

I think that would be a question of practical market— 
ing. As I understand it in the early days, an en- 
deavour wus made to try and charge, wake an economic 
charge for the service rendered; that is, a price was 
established at the point, at the bulk station for the 
agency point, plus the charge for so any miles for 
delivery, plus an additional charge, half a cent say 


for 10 miles, a cent more at 15 miles and so Much nore 


for 60 niles. 
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a) Yes. 
A Now they find in practical Operation that there was 
so much devietion as it were from thet standard thet was 
Sen up, thet it was in the interests of the merketers to 
establish as it were a zone price within an area and which 
included, not essentielly fres delivery, free delivery 
so far as the farmer is concorned beceuge the agency point 
I believe they get 1¢ commicsion plus l¢ for the delivery 
mo wnertarmner. Thet is: common :l believe, 
2 Yes. 
a Now that was practical narket ing Operation as ae consumer, 


and depending on his volume there is no doubt that the 
dealer with his class of reselling is probably entitled to 
a better price than a fermer would be at the same point. 
o es beceuse he hes to resell. 

A He has to resell and he hes certain financial responsibilities 
to assume in the reselling of that particular pruduct, 

Q@ You de not think it could in the first instance in any event 
be put to the fermers that the best scheme is for them to 


take delivery, but on the other hand that they are to get 


allowed lg off the current price to take cere of that? 

A I think in the economics of the situetion as a whole it 
might in the long run and the price structure be adjusted 
accordingly, for the farmer to have to pick up his goods 
if the distribution is wide enough at the werehouse,. 


Q Would thet meen it would have to be put up to him that 


tbe price wes so much at the werehouse and if he wanted 


it delivered he has got to pay an extra l¢? 


A That might be one wey of dealing with it provided free de- 


livery wes abolished. But thet mey also leed to cuncessions 


end to things of thet character which would again gst us back 
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to the original idea of either free delivery or no free 
delivery. 

You do not feel thet thet is a matter thet it would be 

very wise to heve too much interference With? 

Too much interference with the rate structure. 

No too much intereference by way of recommendetions, You 
feel it is rather better to leave it alone and let it take 
sere OF Ttselre 

I think it will in time take care of itself. It is one 

of those practical merketing things thet we always have 

to take care of as conditions srise, 

INeTe Wes ONG Other matter, Mr. Gaby. You gave we ithe price 
cf standard gasoline from 1929. 

Yes. 

fw do not think you gave us the third structure for the period 
ef Gerly as 1929. You did give a figure from 1935 7 dir, 
Frawley. lwes wondering what the price of third structure 
was in 1929, the corresponding figure. 

T have not the price before me at this time but I think 

the third grade price structure as of those perivds - that 
is from my informetion and any knowledge I heve acquired 
since coming with the compeny - that would probably be of 
no velue because of the chaotic condition in which third 


fourth, fifth and sixth grede gesoline was in in those 


particular yeers up to 1936 or 37. You Know thet in the 


valley there wes e great deal of sub grade gesoline sold. 
That is naphtha wes treated to use in ordinary motor cars 
and absorption gesoline when Mr. Maylend ceme into the 


picture. But pricr to Mr. May lend's coming into the picture 


I understand thet the conditions were very cheotic end 


Mr. Miller I think would be eble to answer you thet question 


Be) 


ah 


| unitile oi ‘aft HE ptetieda fas 


uot oil 6 bts bation lore to ani: é 


ied gf eek dew clad ie see a Sona i tot, 


‘si + itd a a ele al 


weal ‘sdtrom wines thie a eae ai hobiees wi 


“bao el ie Mieaee ‘yey otee ests abe a Movs 


Hy cht hk RNs idee am, ea ei da ‘et | 


wits sie - ber f ip ye, ag vi en ate es ma 


1 f mh ’ t 4 ee i j en ha ; i ; J Th at i a 
™ ea 4 i athe a ie bt yan ae: ie 
i } \ OF ii a ye 


Se ae : i ae fe ae pa 
eves age wee on eh 


“sta ‘wae ‘pees e = ies 


IY th, hoa, 


, 
14 5 
“7 


exy ‘iets orignbune ve Seal eee “aig ve te 3 
jut a" weet : ante bei its avy tl tee vale i? 


} 


cue H Abii bs 
f eh ¥ 
a 


4 { 
rt +? Pe my ’ “ai 2 a 


bat iobe wma x sabaigiet fad Se —— ele 
tobe i ih adane' | ci 
haga A6baw wh ae ee ‘ioe ‘av Fill ihe ed ba 
esndd af 40 Bey SRbgowey Sbyeb Bi zie Bde pens 
edé nt Pod? won ae, ee ‘GteL of qu Sead dae titag 
iO arbivady, see ey oi bi babi deneg a: ei dente vod! ae 


baa 


ie 


T=1 
3 


F. A. Gaby ~15,294-" 


more effectively than I could if you would like him to do 
so now. 
Q I do not think we will interrupt you now Mr. Geby but per- 
haps Mr. Miller when he ig - 
A You would like to have it enswered before he leaves. 


Sometime. 


THE CHAIRMAN: Any more questions? 
MR. FRAWLEY: No My Lord. 
THE CHAIRMAN: well Mr. Gaby how du prices 


fcr petroleum products in the Province of Alberta compare 
with the price obtaining in comparable places in other 
parts of this Continent? 

A I would think thet tne most comparable plete would be 
Montena and the tank wagon prices for the standard grades 
in Alberta from the informetion that I have are lower than 
they are in Montana. I think Mr. Miller gave a fairly 
close exposition of the conditions existing in Montena 
and Alberta. And the prices not withstanding the low 
density of populetion and the low density of the gellonege 
per station and per branch in Alberte, I would say that the 
prices in Alberta due no doubt to geographical conditions 
are lower then those in practically any of the provinces 
having regard to those conditions, in Canada. 

Q To what extent are you concerned with the natural 

gasoline obteined from the gas-cap, Mr. Gaby? 

A In whet regerd Mr. Chairman. 

For your operation. You have é plent in the valley. 

With such absorption gesoline aveilable from our plant it 


4s economic to use that in our operations, in our refining 


operations in Calgary end in Moose Jaw. 


Q Yes. 
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In other words it would cost us as much if not more probebly 
to produce thet ebsorption essoline by the further cracking 
i uae oride O11, 
Are you experiencing any difficulty in getting the necessary 
gas to put through your plant to provide the naturel gasoline 
you require? 
That will depend, Sir, on the action and the order of the 
Gonservetion Boerd which hes bean discussed before your 
Commission within the last day or so. If such order as 
contemplated was put into force we would have great difficulty 
getting sufficient gas to economically operate our absorp- 
tion plent. And the other point thet I think was brought out 
wes the fact thet at present the ges from the crude wells has 
not the naturel ges content es that frem the naphtha well, 
Ane the construction of pipeline to secure this @8s Tor your 
plant makes it questionable as to whether it is economic or 
not. 
Well Mr. Harvie vointed out while we were speaking about the 
subject that was a matter of concern to your company. 
reuse Or Concern yes Sir. 


and I wanted to know whether it was a metter of serious con- 
cern or not. 
The shutting down of the gas-cap would be serious. It would 


economic for us to continue the present operstion 


not be 
unless we could get sufficient crude ges to supplant +t 
with eae neturel ges oil content thet would be economic to 


put in the necessery gathering lines. 


: 3 3 ethics would serve to gst awa 
Are you opposed tc a code of gz eway 


v et 5) i e 
from these under cover prectices of comp ition 


You ere soeeking now of the reteiler, 


Yes. First es between the refiner or jobber and his own 
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dealer , service station dealer. we have heard much evid- 
ence with which you are nn doubt femiliar as to concessions 
made to a deeler to get him, to get him eway from eomebody 
else and to keep him going. Now I understand thet you have 
pointed out that becsuse too much hes been paid Por a otal 
ing does not meen you should cvllect ea return upon that 
money when you try to rent it to anybody else. 

Yes. 

That position seems a reasonable one and you say so far 

es rents are concerned it is a question of whether or not 
the rent is reasonable and es to whether one in that bus- 
iness could afford to pay any more. 

Quite right, 

And so thet it is wrong to accept the view that 

@ return on capital should be ‘the basis of considering 


Whether or not it is a bonus? 


Yes. 


But when we come to such things es renting that et one price 


and re-renting at Woanel sion price that does not epply does NaS 
where no capitel is invested? 

I think e great deal depends on the economics of that 
situation, Again we heve to take into consideretion the 
question of the position of the major company in reletion 
to the service that it is rendering to the public, or its 
competitive position in thet particular district as to 
whether or not that is a fair proposition. 

And do your cbservations equally epply to painting the 
buildings, providing electrical fixtures and doing paving 
and all thet sort of thing? 


Tf thet is the prevailing custom amongst the dealers we 


jecti we would have to do what 
can cee no objection to that as we . 
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others are doing. But answering that question generally 
I believe that if there wes more freedom of action within 
the industry itself thet many of these evils thet have 
been referred to here no doubt could be taken care of by 
a code of ethics which could be adopted by industry 
through co-operation. But we ere handicapped today by 
certain restrictions due to legislation preventing us 
from joining in such co-operative measures for fear thet 
we may be ae of collusion and other offences -- 
fis .erimes 
And crime which they would attribute to the industry. So 
I feel strongly thet if we had more freecom of action 
where,more of the class of freedom thet labor hes in 
me incioniys bargaining,subject to such rules and scrutiny 
that may be in the interest of protecting the community 
against unfair practices of the industry. 
In short you would like to see everything above board and 
cpen to the scrutiny of all competitors and the public, 


everything thet the industry does I suppose. 


(Pege 15,298 follows.) 
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4 Well I do not know that I would gO so far as a 
scrutiny of the public but there might be some co- 
uperation of the Government without mene Toine or 
regulatery measures or compulsory measures which 
have been discussed. 

Q And that equally applies, I suppose, to the relations 
between service stations, service station dealers and 
the members of the public, it woulda be well, would it 
net if, they could compete in any way they hike. so long as 


it was known, what was being done? 


4 I think you would find-~-- 

Q All classes that might be imagined, treated in the same 
fashion? 

A I think there might be some difficulty in that, iir. 


Chairman, There is no doubt that the optimem prices would 
be the One which would be availacile te the infor~ 
mation of the public; as to the concessions which have 
been referred to here. for one reason and anotner, thet 
would be a very Gifficult thing to make known. 

Q Is it not very common to have a posted price showing 
the price at which tne dealer sells and the tax that the 
public has to pay? 

A Yes. 


Then he is selling at a price anc it is a known price 


ce) 


and if he wants to make it leas, all right? 


A Yes. That does prevail in many provinces and as long 


as that posted price is not made a conipulsory one in 


which the Governuent undertakes the responsibility of 


policing, to see that that price is maintained, I think 


it is a reasonabie protection to protect the public. 
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The public after all is entitled to some measure of 
pretection? 

Yes. 

I suppose that price has to be posted for a given 

period, that is you gould not keep putting up one price 
for a customer you wanted to sell to at that price and 
pulling it dovm and putting up another for the next 
custotier, you have to have a period of time, what is the 
practice in the United States about that? 

The general practice in the United States I believe is to 
post a price by the retail trade within given areas; I am 
not familiar with all of the laws existing there. 

We can ask Dr. Frey about that? 

Yes, the laws existing there, but that is the general 
practice from my information. 

In Ontario we have a 
posted price and I do not believe that there is any 
Government control other than that we are required to 
post the price. 

Do you believe in a measure of co-operation between the 
industry and the Government in this day and generation, 
you do do you not? 

Fundamentally in a democracy, yes 1 do. 

And when I say that I mean co-operation as distinguished 
fron intervention, which is wholly mandatory in 
character? 

I took that for granted, sir. 

And do you not think there are meny practices, some of 


which we have just speaking about, that a Government 
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body and the industry represented by a competent con- 
mittee, could work oat that would advantage, not only 
safeguard the public but would advantage the industry, 
at least the members of the industry that want to do 
business in a fair and above~boani fashion, and want 
all those under them, their servants and those who 
sell their products, to do the sane? 

rs) I think, sir, that a great deal would depend upon the 
character of the personnel of that committee. I think 
you would get further with what I suggested in the first 
place, that is that the industry itself be given suf+ 
ficient powers, wider powers and more freedom in dealing 
with fair practices within its own industry, subject to 
any referee who might, or subject to such co-operation 
as could be effected between the Government and the in- 
dustry. Now wmt I mean by that-~---- 

Q All I aa suggesting at the moment is whether or not the 
industry first puts forward the pian seems to me tn- 
Material, I mean as to who acts first in the matter, I 

would rather think that the industry would have greater 

knowledge and with its greater knowledge of this 


specialized business aight well indeed be the one to 


formulate such a plan? 


A Quite right » 
But the suggestion I am putting forward is that they have 


£) 


had a great wuany years to formulate plans of this 
character. hoth here and elsewhere and=-~~= 
a They have net got very far. 


Q No, and I was wondering if the idea of a plan worked out ,~- 
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no matter who makes the preliminary plan,-but worked 

out in a co-operative fashion between any Governnent 
agency you would like to think of, which we will assume 
to be both honest and intelligent and made at Of) Lea 
minded men, could advantage the industry as well as 
protect the public? 

If thet plan was not subject to the mandatory action of 
the Governnmerft or its control, and was only subject to 
such malpractices which might be evident and the Govern- 
ment took action only on such evidence, then I think that 
many of the ethics in the industry could be governed by 
the industry or its own account; ctherwise, you know, 

you quite realize sometimes when small boys do things 
that is not supposed *o be in accordance with the law, 
they do not tell she policeman on their neighbour and 
that is the difficulty in our industry; that is if the 
laws are there and they are broken by the industry, the 
industry itself does not tell the policeman but if it 
occurs within the industry in their knowledge, they have 
ways and means probably of protecting that ethics within 
the industry. 

Well ey heve not made a very good job of it so0 far? 
Well we have not. I do not believe without proper free 
dom of action, it is possible for the industry to @o so. 
when any co-operative measure is attempted we are always 
net with the suggestion that we mey be violating the law, 
if we enter into conference to protect our ethics so far 
as the industry is concerned. 

well this is not the first time that that suggestion has 


been madee There is 4 section of the code which seens to 
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be terrorizing the members of the industry and prevent- 
ing themfrom doing things in a Co-operative way. that 
would advantage themselves and the public; perhaps that 
is all the more reason for having a Government body of 
sone character functioning with you, in framing such 
policies, so that, there would be much less danger of 
being prosecuted I would think, if & partner in your 
arrangefent were the Government of Alberta say? 

If there is freedom from mandatory control so far as 
that body is concerned. 

Mine PLOTYINS;: Lire Chairnan-~= 

THi CHA TiwAN: Now lire Plotkins, you will 
have a chance to examine when the time comes. 

Mike PLOTILINS: I just want to point out 
that there have been suggestions to the Government and 
the Government has accepted the representations of the 
industry about six months ago. I worked on it and 
presented it to the Government and it is awaiting the 
final outcome of this Board's Sittings before the 
Government makes up its mind to encourage it. 

THE CHATRUIAN;: Have you anything to say 
about that, Mr. Frawley. 

VR. FRAWLEY: About whet lir- Plotkins 


sayse 


THe CHATRWAN: VED. 


wRe FRAWLEY T do not know what he is 
dui o y i 4 fi - 
talking about. 


THii CHAIRMAN: We have been a long time 
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discussing the practices. He now says they are all under 
survey by the Government of Alberta and the industry and 
this is the first we have heard of it. 

Mine FRAWLEY: It is the first time I 

Reve heard of it too. 

THE CHA TheéA N: Now i:r. Halverson, this 
comes as a surprise to us, this statement of lir. Plotkins, 
gid I thank you for bringing it to our notice, lir. 
Plotkins. 

wit, PLOTKINS : It has been already under 
considerable review with the Department of Trade and In+ 
dustry and a workable program has been arrived at. 

TH CHAIRMAN: Do you know about that, lir. 


Halverson? 


wiRe HALViRSON: That is news to me. 

TH CHA IRAN: VOU ur weer 

idRe MILLER: No sir. I have not heard 
about it, 

“MRe TALVERSON: I did state when I was 


here before your Lordship, that some time in June we 
were asked by the Alberta Government what our opinions 
were regarding the industry meeting with the Goverment 
to discuss any abuses which might exist and after giving 
it consideration we replied at that time that the Royal 
Comaigsion was sitting and that if there were any abuses 
in the industry that undoubtedly the noyal Commission in 
sifting the sit uation would disvover such abuses and that 


it would be premuture to have a conference with the 
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Govermient regarding abuses until the Royal Commission 
had completed its Sittings. That was our attitude 

when Ll stated that in June. 

THe CHALTRuAN: Yes, but you do not know 
of any plan or scheme ur code that has been formulated? 
MRe HALVERSON; None whatever. No de- 
tails were arrived at » We were merely asked to at- 
tend and we suggested that we defer it until after tune 
Royal Commission had finished. 

THL CHA IRMAN: ive Gaby, have vou any 
suggestions to make to us of a general character, 

either relating tu legislation which you think desirable, 
or regulations which you think desirable, or with ref- 
erence to legislation which you think undesirable or 
regulations which you think would advantage the industry 
in all its parts or any part or the consuming public, 
over and ubove those you have already given us of 
course? 

I think iir. Chairman, that in the objections to man- 
datory control by Governnent and regulations, I have 
outlined many of the abuses and difficulties which arose 


in the administration of suche 
There are regulations of 
course that are in the interests of the public to which, 


as we have stated, we have no objection. I think those 
are ones which we would be in favour of. There are other 
regulations that are to our, that have been adopted in 

other Provinces, that we believe are not in the interests 


of. the public, or. the industry and that is the fixing of 
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prices. We do not believe that it is in the interests, 
the fixing and freezing of prices which restrict con 
petitive efforts. We have had an illustration of that 
in Nova Seotia. We have, and not only that, but we have 
had an attempt by that Government to enter into the 
administrative affairs of the industry by putting on 
mandatory powers in relation to certain methods of doing 
business. Now I think those are not in the interests 

of the industry. I think as I have effectively pointed 
out in the memorandum nere and gave reasons why such are 
not in the interests. The posting of prices, and may be 
licencing, where perhaps there is no restriction of 
competifiion, it is probably, is reasonable in the in- 
terests of Ne public. 

Do you not think,-first of all, before I put to you what 
I was about to put to you, do you share wr. LeSueur's 
view that that which was tried in Nova Scotia has failed 
and that in practice it is back to the competitive 
system pure and simple? 

Oh no, we are not back eat the competitive system there. 
1 think competition is very restricted in Nova Scotia at 


the present time as a matter of fact. There are run-arouncs 


on the various lews which have been passed» You know what 
prohibition does, it is human nature to provide wéys and 
means to overcome that probibition and no doubt that has 
been done, is being accomplished to e very large extent in 
ova Scotia but there is still a freezing of franchises 


which has to a large measure cut down the service which 


the public is receiving in that particular Province. 


plait a as 


petcoteeal adh ai eb 13.9ad) eretied gor on OY. ‘soawTeg 

“19 dodaci soliw awo lag 26 taiineess Bite Qaeieet eae 

don? Po soitestent lS oo bee Seek ew Sedat avey bteg 

ava we thd. tld Cee oe Re eee oe ett Oe avin ae 
17 

ads maf-~qudee OF Ce aie woe Fae re Sem site (Pes Bad 

tg Wd ota ae Dees ae Pram ; OTR we: ert fovtatciaby 

ht tee Mh BPO ie wee date’ ie a owig he BF but 

oye pak Sake OL POL, aR ena i at atte: es del srt 

De ate da ah de wie CSOSLS APOE ik Bi dtkefé L.. eyttencbat ont to 

He hOee Trt, eet pe: Svat bite ether, aw pagerrona eta see ee ‘0 

os Yan Sap me bag) me gat (BOG eg]. sstewmetit: ent aii tem, | 

TO DLT ee Oe, ae ee omens & spake pu aikie oxen 

itd iki : ates 2 ate ae eidetiong ae ee OLE LEG 

pect: si ab sphideg pale 20 aaaoae 

voy Se Gg a ee tt é ,Li3 20 Faring pean aha eX": a 

Tey aia bs ; ee BON Bi leg ‘in Ob @ BAY, os “ena Oe, oped is A iossali + 


N 


RA. SSS IE, | EA oy tall me. bs adil ow saderais reise ‘sedy wety 


Ce 
eid 4 . 


ftEc ile cdi Od seas Ci me eOL TOMER ok faite bas” 


f i bo high io a mw tg) ; ‘ 
ei ’ ele ee Ai ; 
j ne; 4 * rape 
, rel gm ls Be ete 
r I . ie Ns ra a oe nt ia ze ; 4 
<n, ae Sel SP Oe: rhe | ae widest pO e820 ow pot fi 
- “ N . a5) af =a rh 
Ver oe vig“ Ee Jee ae See ‘lee eh uf payee -hocps seal enti in 
- a’ 


SEO Se Oe OT a RE Oe ee ee ee ea es sdhitass va 
fuiv “woah oct heen ceed gana Bence | ars L _avotear ott Pa 
. 7 ; ¥ i; » _ i boa, ‘ 


* ™ $2, " J 
“ prtrix. ro ae Lig a hs r eae. Ree Pees & test mena er te 2008 webhtseront 


a SRet Io ae i, bensitomy ¢ ida 


entice ie abyss, > ie at ote tne pee int 


; yi ia oan ieee, 


soe * TI 
porak, er eet pages 


F. A» Gaby 


Cz 
LO 


© 


A 


£5 


Whet do you mean by the "freezing of franzhises"? 
Franchises, that is the licencing of outlets has been, 
are limited in their numher, alnost impossible to 
obtain the right to locate within that Province. TI. 
think that three concerng today have over 70% of the 
business within that Province; the other three approx 
imately 15%. 

Perhaps lir. LeSueur was not so much speaking of that as 
of the price at which the products are sold, as being 
on the competitive basis, as distinguished now from 
marketing, which of course has its effect? 

WO, the price is fixed in Nova Scotia, not on a com 
petitive basis except to concessions which tiay be under 


the counter, or something which is a violation of the law. 
WiRe FRAWLEY: You say the price is fixed 


in Nova Scotia? 

Prices ure fixed and approved by that Commissione 

Now we were told yesterday there was complete freedom, 
that that did not seem to mean anything at all, that the 


Imperial had made recent changes without consultation 


with the Board? 
They have. 
Surely it is not very effective price fixing then? 


I cannot say whether they have made than without con- 


sultation with the Board. 
That ie what I understood fron lire LeSueur yesterday? 


wR. HALVERSON: That is right. 


Well probably I might explain myself that the law har 
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required that approval shall be given of the prise 
structure and if it has not been given then I am 
wrong in erat. 
THi CHAIRMAN: I got the impression fron 
iire LesSueur, and I do not want to .lisipprehend what he 
sald, tir. Halverson. You perhaps can put ue right about 
that while itr. Gaby is still addressing himself to that 
subject; I rather got the impression from what he said 
that the price fixing power of the Utilities Board of 
Nova Scotia, while there, while there, waa more or less 
of a dead letter. 
hiRe HALVERSON; That is correct. 
THE CHATIWAN: Price fixing was not 
governed by that Board today in practice. 
MRe HALVERSON: That is correct. Throven 
competitive forces we have had to keep our market there 
in line with group 6 competition and, while our prices 
have been adjusted from time to time in line with con- 
petition and with what the Government considered a 
reasonable basis, there has been no reason whatever to 
exercise that control; even if they have that control 
they have not exercised it, thet is my information and 
so is it iirs LeSueur's, I an sure. 
hike FRAWLEY: The Section says: 
“the Board way from time tc time when it deems 
Wit expedient fix the price or prices at 
twhich any licensee cr licensees shall sell 


"oasoline." 
And I take it they -have 
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not found it expedient to do that. 

be HAVLLRSON: Not 0 my knowledge. 

MR. FRAWLEY; ahe nest section reads; 
"The prices at which gusoline was sold or 
“offered for sale by licensees in Nova Scotia 
“for use in Nova Scotia on the lst day of Januery, 
"1967, shall not be increased unless and until the 
"approval of the Board has first been »btained on 
“application made to it for that purpose". 

Now I would also gather 
from Mir. LeSueur's statement about that, that that price 
has never been reachede You have made increases but they 
have not come up to the prices as they were:on the first 
of January, 1937, and that gives you perfect Liberty, 
therefcre, without any feaz or danger of violating this 
Section, to increase it as much as you like up to what it 


was On the first of January, 1937. 


Mike HARVERSON: That is as I understand it. 
MRe FRAWLAY: Would you have those prices 


in your material, ir. Halverson. 


MR. GABY: T do not think J wiii contest 


that, Mir. Frawley, and I do not think it is necessary to 


follew it up. 


tie HALVERSON: Nova Scotia does not come 


under my direct jurisdiction. iif. LeSueur could speak 
with authority but 1 aa generally familiar with it and 
my definite impression is that the Governments have been 


satisfied with the prices we have established there from 


time to time and therefore have found no need of tuking 
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any action in regard to the watter and iir. Gaby a 
moment ago may have been referring to the posted retail 
prices. 

nike FRAWLEY: I might make this suggest- 
jon, wr. Nelan might file the prices at which gasoline 
was sOld in iiova Scotia on the first of January, 1937, 
and that alone will tell quite a story, compared with 
the prices for which it is now selling for instance. It 
tee nOU right to bein the dark about it. It is not 

fair to anybody, either ourselves or the companies and 

I think that is the thing tu do and then we will know. 
THE OHALK..AN; Could you conveniently ob- 


tain those prices which tir. Frawley has asked for, lir. 


Halverson? 
wRe HALVERSON: L wih try tos 
Mine GABY: I think we have them. TI 


think iir. niiller has them. 

THe CHATRAAN: Any objection to filing 
then, ir. Nolan? 

wre NOLAN: Beg pardon? 

THs CHAIRUAN: I was asking iir. Halverson 
if he could get them and secondly if you had any objection 
to them being filed? 
ilies NOLAN: No, I see no objection to 
filing thea if they will enlighten the Commission. Per= 
haps if wre wiiller has then it will save us the trouble. 
THE me ene Guite soe Have you, hire 
ijiller. 


Re WILLER: No, I have not the prices 
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wite NOLAN: ite Gahy suggested you 
might have them, 

MRe wi TLR : As a matter of fact I 
think there have only been two Chenges since. 

THE CHALW AN: bo long as someone will 
take the responsibility of getting then. 

THe CHALK AW: iiow 4+ just want to explore 
one more iuatter, which is a watter of general policy. 
You have been in the executive side of buniness endeavour 
for a good many years, have you not? 

Yes. 

And you héve seen a tendency growing up on the North 
American continent at least towards wieasures of con- 
trol of what has been ageseribed as public utilities? 
Yes. 

£nd there has been enlargement upon that, the field 
covered by the tiersure of control has been extended, we 
have found it in connection with csscntiels of life such 
as milk, bread and so on, in the bigger States? 

Yes. 

In some of the States of the Union and in Canada as 
well? 

YeSe 

And I suggest for your consideretion ana for the benefit 
of your reply, that there has grown up a feeling that 
perhaps a Governient does not do its full duty towards 
those that it represents unless it takes sone interest 


in the econouiics within the State; unless it concerns 
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ivself,-not to stifle. and injure that industry ,-bat to 
see that industry dnes not impose its will upon the 
consumers to their disadvantage,~now rightly or wrongly 
Ll express no view about that—-«—-+ 

Yes. 

Have you not seen that? 

I have seen that very evident tendency in Governnent 
action in connection with industry. 


Nz 


~es? Now 1 have wondered this and I have only made 
these observations to lead up to this, I have wondered 
greatly if from tho standpoint vuf industry itself, ins 
sofar as the industry wishes to conduct its business in 
@ fair and proper manner and in accordance with proper 


practices, the intervention of somebody that understands 


the industry, whose business it is to understand it, 


might not be a distinct advantage to the industry it- 
self in the way of protecting it from those who seek 
some remedy for something which they may not fully un- 
derstand and who are liable to take action precipitately 
and withnut knowledge and perhaps not to the advantage 
of thuse they would advantage and tc the great disadvan- 
tage of those they are affecting? 

Tie AweBElon is¢--- 

Take, let me perhaps Dy illustration, I can pat my 
question more concretely, take the Dominion hrailway 
Board, do you think it advantages the railways as well 


as protecting the public? 


tou have a situation there where to a certain extent 
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PO MeL es 
public utilities of that character that come in close 
contact with the publices-- 
I an not suggesting now at the roe nt , Li» Gaby, do not 
misunderstand ime, becuuse we would be talking at cross 
purposes and that is why I interrupt you at this tine, 


t this nouent thet this industry of 


ans 
paws 


I do not suggest 
youre be wiade into 2 public utility, at alae 

No. 

Iwas just illustrating the cushion between « body 
that knows the problesis of the industry as well as at 
least knowing the protection which the public ae 

and it should equally know the protection which the in- 
dustry needs, it should be an intelligent body inter- 
vVening between the legislative body and the industry 
thet may need protection from interference, just as the 
public siay need protection from practices which will 
work tO their disadvantage---~ 

And as you say may lead to a better understanding in re- 
gard to the industry. 

166? 

And the public. 

And whether that bedy has any aandetory powers or not, 
for the moment, for the purposes of our discussion, we 
gare not, but the body that intervenes there, the body 
that is set up to acqmi.. knowledge’ 

I believe any co-operative ection between Governuents and 


industry insofar as it is for the benefit and a nhon- 


restriction on the freedou of competition, I believe such 


s body, if the personnel could be of a character such as 
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you have described, might be a very great value to the 
industry in dealing with many problems, providing it 
only took action in case there was muladministration or 
lalpractices which were not in the interests of the 
community or the public. 

Now it siay be that such a body would think that cir- 
cunstanves were such that it would justify a decrease 
in the price of some petroleum product or all of them; 
PAM ven twit might equ lly be thas that beay 
might think that the time had come, for reasons which 
would seem to them sufficient, that the price should be 
increased; the body of which I have a concept and ot..which 
I am speaking to you, has to be big enough not to be 
ee politics; it would have to be entirely indepen= 
dent and to protect everydDody concerned within any 
particuler industry which comes under its survey? 

Such a body with the ideal surroundings such as you 


have stated, would no doubt be beneficial to the in- 


dustry but our difficulty has been that in the past we 


may have an ideal set of circumstances and rules set up 


but nevertheless the co-operation, in time those have 


not always been carried out. Questions of privilege or 
questions of, other questions, have entered into the 


picture or abuses which have to a large extent discounted 


the value of such things. 
# Wow referring back to the 


public utility problem which you were speaking of, there 


ig no doubt in my own mind that that is not in the class 
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Of this industry, that is we are of a nature of a com 
modity which is very competitive ana subject to out+ 
side control. 

Yes? 

Most of the public utilities such as fremapunhanon 
pOWer and gés and water, ere local in their OC oerations; 
that is they are local and to a very large extent obe- 
tain certuin franchise rights, that hive a tendency te 
monopoly; in such case, such Boards, as the Bourd of 
Keilway Commissioners. are very beneficial as a jud- 
icial body in denling with problems which come up be- 
tween the utility and the public from time to time; rate 
making is one; as to rate making and other things, 
regulations have been adopted in the interests of the 
public. 

I suppose perhaps the tendency is more and move towards the 
Government exercising some, shall I say, taking some in- 


terest in, rather than interfering with, anything which 


has to do with the industrial activities of an organization 


which is concerned with the necessities of life, the 
people. Now whether gasoline has reached there or not 
may be debateabie but it is pretty neurly there I guess 
but there is a difference surely between stifling an 


industry because it may be a popular thing to Go and 


understanding the industry and seeing that it gets fair 


Quite right. 
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Gute 8i) rieht., 
gqually seeing thet it gives fair play to the consuming 
public, who have absolutely no representation in the 
framing of its policies except such as may be provided 
by a body such as I mentioned? 


Yes. 


They have not the knowledge. They have not the oppertunity. 


Well it is a question in my mind and still an Open question 
as to whether or not industry is nlaying a wise part in © 
rigourously Saying , "Keep away,“ unless ss you say they 
are fearful not of the idee but of the personnel. of the co- 
Cperative body. 

And the past practices thet we have experienced in the ad- 
ministration of such bodies. 

Which goes beck egain to the personal equation? 

Hulie right. 

Take the Grain Bosrd of Caneda and again we are in something 
of a different cheracter but still it has not yet been called 
a Public Utility. JI have been told by men of the grein 


trade, high in the grain trade, thet they are so much better 


off with the Grain Board then before they had it that it is 


not worth talking about. They are not now up against petty 


Gomplaints and so cnr anc calls for Government action about 
Rething..«. There is, 4 Board there to whom troubles can be 


tclc and may be dealt with. I gather they have been dealt 


with in a fairly satisfactory way bothfrom the stendpoint 
of the trade end the public. But I give you the thought in 


avery general way end see what it..elicits from you. for cur 


guidance. 
Such a body I would say would be very beneficial if it wes 


acting in the cepecity of an edvisory body to any Government 
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“Et-as not tobe supposed thet 


as to what goes on in the industry. 

tiey te ell T em immedietely esking «bout. 

An advisory body but without -powers of interfering with 

wie eiteirs of the industry, only in an advisory capacity. 

In other words a co-operative capacity. 

Yes. 

I should think thet even e Board of that chsracter would 

have insufficient knowledge of the industry to act suffic- 

fently expeditiously in order to take enre of many varying 

conditions thet cell for decision within the industry at 

aimost 6 moments notice. Such es price fixing and such 
eOnditions of thet kind, 1 doubt if any Board would 

ect. in sufficient time to prevent herm to the industry. 

well I suppose such a Boerd would not care how fast you 

put the prices down beceuse they would figure you would 

not put them down unless it wis good business to do so. Unless 

it would appeer it wes for awmnitive purpose and to get 

hid.of competitors or something of thet kind, ..@r you 

heave to pre-suppose that a Boerd acting tn that capacity 

eee knowledgs of ths industry with which it is concerned. 

Quite right. 

Or it should cease to exist? 


Yes. 


the Board in the first instance 
will have all the knowledge of men who heve devoted their 
lives to the industry? 


No. 


Unlecs they are teken from the industry. 


Yese 
And it must elso be assumed thet they will have some intell- 


a aba ; am 
igence and in time will l2ern it or that they should be telken 
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“lb volT= 
Prom Uhe Andustry that it is in. I em assuming that it is 
e-toelly functioning body snd that it really knows the 
problems of the industry. 
A Quite right. 
And also the problems of the public. 

us Yes end it would only act in cases where there is harm to 
the public or as hes been stated here there are conditions 
in regard to -- 

a) I say just es ready to hear thet there is herm to the industry 
and just es ready -- It won't be the first time industry hes 
called on Government for eid. I do not mean money aid but 
aid by law end I have no doubt it won't be the last. However, 
syeouner Mr, Geby ~- 

A # dO not know thet our industry hes done so, hes Galiec for 
Sid, But there are industries thet have called Tor ‘aid, 

a) neur Jndusitry -- 

A We heve asked for protection in connection with -- 

a) Your industry has certainly esked for eid in the United States 
Of America. 

Mie PRANLOY : You certeinly asked for some 
aid to keep-out this terrible Montana gasoline. 

& I was thinkine of monetsry eid. 

4 Thet is pretty monetery I think. 


TIT OUATOMAN? Thet is to sey the general 


public pays so much money thet you do not need monetary 


aid. You heve elready meade it out of them. well to 


sum up do I underetsnd you aright in thinking, Mr. Geby, 
thet you do not prcepose the idea - you sey there might be 
aiffisulties about the personnel because, of expcrienecs in 


the pest you are slow to give your eoprovel to any scheme 


beceuse of the personnelof tue Boerd in the sense that it 
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&. Gaby 
would not be qualified, 49 act without khowledge and you 
think it might be dengerous? 
I have so steted not only because it is not qualified but 
there ere other fectors that might impinge upon the actions 
of that particular Commission, It mey bs influenced and 
as we all know unless it is in advisory cepieity thet these 
Boards, as was pointed out, are loathe to ect probably as 
expediously es would be required in order to protect the 
Operations of the industry. Of course with the limitation 
ieheve tried to put on thet I think. such a Board es that 
would be a benefit to the industry. 
MR. FRAWLEY: Well Mr. Gaby «= the 
Reilwey Board or Trensport Board as it is now known 
would be a feeble thing if it were merely advisory, is that 
not true? 
We ere dealing Mr. Frawley, with e different type of 
operation, when you are speaking of the Railwey Board 
in relation to monopolistic operations. 
Lijust. want to pursue that. d appreciate that, thet as 
we just had one railway in Canada and the Railwey Board 
there to guide its rates and protect the public from 
a monopoly then that would be one thing. Is it not a 
fact that first of all we have two railways in Canada 
and is it not a fact there is a large body of opixion 
thet the whole trucking industry which competes with the 
reilways should be brought under the Transport Board. 
May I not go further and say that the machinery wes made 
availeble thet they should come under the jurisdiction of 


the Trensport Boerd, What is more highly competitive then 


thet. Whet is more competitive than thet? 


There is an element of frenchise, limited franchise in 
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both reilroads. In other words there is‘not the seme 
sort of competitive risk of cepitel. You eve got there 
even though there are two reilroads, you heve a fixed 


frenchised rate end monopolistic control of the territory 


in which they are opereting, eslthough they are competitive 


lergely in many areas, Now so far <s the trucking industry 
wepeoncerned thet is quite ‘true. Io mviselr® ‘aed Ye (200d 
desl to do in connection with thet perticuler proposition 
and submission to the Government in connsction with the 
trucking industry. The trucking industry is probably not 
Oya Whe inter-Provincial character thet) the mein Meilweys 
are today. It is limited and it was through the objections 


aS 


OMwmiree Provinces as to their rights invthe reeubetion of 
trucking thet probably that proposition you submitted has 
not gone forverd. ‘The trucking business, I think tnet the 
Cyaracter;sor that industry is (mot Like stores hd @rug 
stores end grocery stores and things of thet kinu, with the 
risk of. thes individuel,: such as our Service’ eterions @re 
ttesriskrof the individual.* You’ heve certein Trenchisese 
rights which essentielly ere monopolistic in the ease of 


even trucking. I em now talking of inter-urban trucking 


not an ordinary cartege concern which is within e municip- 
s3 


elity. They are protected today within thet franchise, 


the right of control of rates 


They have not yet exercised 
although the submission of theirrrase 
in certein municipalities end certein Provinces. 

what I hed in mind was whether thet transportation of pet- 
roleum products, just to k2ep to our own industry, between 
here say and certain points in the Province of Caskatchewan 
it might in fact be by the Censdien Pacific or Cenadien 


Netionel Heilwey or four or five trucking outrites uricking 
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compenies enjoy quite e trucking business in petroleum 
products I suggest end there is a great body of thought 
which is directed towards having all of these rates of 
all of these systems subjected to the jurisdiction 
Deuce <ransport Board, 

A Quite right. 

Q ieacraiy put it to you that would be asking this Transport 
Board to meke rates, approve rates in the industry, which 
would be as highly competitive as the Alberta oil industry. 

A No I cannot agree with that it is not as highly competitive 
as the ol] industry. The oil industry is of a different 
neture entirely to an organization of thet kind with a 
dimived franchise, except in certain conditions. In eertein 
mPrOovinoes trucking is hot profitable to the extene 44 pono 


limited franchise. 


a) Now we have heerd a lot of things here about a lot of unfair 
competition end eae lot of chiselling and there 16 a) for or 
thet in the trucking industry, you must egree with that? 

A Yes there is no doubt about thet. 


Then the point in bringing them under jurisdiction of the 
Trensport Boerd would be to try and eliminete some of these 
unfair things and put the rates on a more stable basis. I 
suggest to you there is a perity between thse two situations, 
putting the trucking business elong with the railway rates 
under the jurisdiction of the Transport Boerd and putting 
the oil industry under a kind of Board that the Chairman 
suggests. 

A I do not egree with that at all. 
So whet would be done by some Boerd thet wes purely advisory. 


po you think that eny good would come at all from a Board 


that would be merely advisory? 
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Oe ie soe 6 6T Ghailnk with: 6 body or (thet hind prob:.bly 

there would be better understending between the Government 
end the industry as to its operations. 

You would not need e Boserd for thet. We have departments 

of Government which necessarily wmncern themselves with 

this industry end that end so thet we would not need a 

Board eat ell. If the orders of the Boerd were to be ignored, 
if it was not mendatory , or its suggestions were to be 
ignored. 

Well -= 

And everything left todiscipline within the industry you 
GOvmo0t eo thet far do you? 

Proeemoueo they fers, I do not think we echowld) coy thet rer. 
THe CHATRMEN: I say the suggsstion does nov 
eco Tnet tar,- The suggestion 1s thet such a body intervening, 
edvising industry on the one hand end edvising Government on 
the other, Vhe Covernment hes all the power to act thet) at 
ever hed, but it cen act with intelligence ‘cause presumably 
thet intervening body has knowledge of a certain Kind that 

no department of Government could be expectsd to teve of 

all branches of the industry. ‘Such es the Conservation 

Board of the United States Government which Dr. Frey has 

told us hes not a single mendetory power but I have no 

doubt does a vast amount of good. It wes that type of thing 
I was putting to the witness, not elimineting from consid- 
eretion any other kind. But thet is just whet we happened 


to be discussing. 


Yes. 


And thet is whet I understood you to say you have no objection 
tc subject to it being e proper personnel acting in an 
advisory cepacity? 


Thet is right. 
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THE CHAIRMAN: I only wanted to make Bis 
what I wes put ing to the witness but that does not interfere 
with enything you wish to put to the witness.Mr. Frawley 

MR. FRAWLGY: I did not understend Mr. 

Geaby's view to be he was content with some advisory power 
which hed any sanction behind it nor wes it coupled with 
enyboedy who hed sanction behind it. My suggestion is that 
there has to be some sanction either immediately or connected 
with this edvisory body. 

1 did not @& thet fer Mr. Frawley. 
THS CHAIRMAN: Any questions? 
Mee PLOTKINS: Yes I heve a question or two. 
Coming beck to the question of whet here ig understood as 
Murer preciices Doctor, such @s giving a lower price ioe 
offering concessions under the canopy. You would not say 
thet that is the only method of cushioning and bringing 

about competition in price? 
It is one of the methods, Mr. Plotkins, that has been sdopi= 
eg in bringing about competition. 
I mean as a practical thing would you believe with your 
knowledge of the business, would you think that we could 

just go ebout cutting prices in order to bring down some- 
body elses prices, would not that result in chaotic conditions? 
Not always beceuse that is the general rule that is adopted 
by the industry, it hes been pointed out here the market 
leader cuts the price end other marketers ere obliged to 
follow or lose some of their business by dreinage to the 
lower price structure. 
You did not probably get my question. Before the mrket 
3 s up his mind t cut the price is it not the 


leader make 


result of a combination of circumstances in the reteil 


trade? 
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Very often yes. 

With the result in a lower price to the public somewey and 
somewhere? 

Yes. 

And in some fashion? 

Very Often whet Is ths cese but not slweye, 

But thet is the only way thet the dominent marketer can come 
to ths cone lusion that some ection is necessary? 

Not the only wey. There may be other circumstances, such 

as rnw material prices may changs and other factors may 
chenge in the marketing and operating costs might go up 
PEVCOrn. Joss era ebl Tacitors or are’ some of tie (factors 
Pigvemibey be given consideration in dealing with @ problem 
of thet kind. 

| emvoniy reterring to the question of -competition Bhe price 
at the reteil point of distribution. 

Tie we one CL une Lectors to be teken Into cCensidereviong. 
So thet the one wry that the dominant merketer hes of 
recognizing a situation is when he sees his gallonage drop? 
Met is elso one factor in dealing with the problem. 

Now the gallonage drop csén be brought about not only by a 
streight cut price on the part of the competing marketer, 
In fect it is not usually brought about that way at all. 
WelL I would not like to go the whole wey in connection 
with thet Mr. Plotkins. 

Well could I suggest to you thet in actual practice of 
merketing between compenies or between individuals that 


they offer concessions of some kind OP ano ie 
Thet hes been the practice. 
And when thet concession is barred -- I mean any advantage 


thet anyone merketcr mey think he has he puts it into effeat 
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end one of ths methods he cen chose to put into effect is 
concessions of one kind or enother? 

A Yes. 


9 And by doing that he does not violently disrupt the price 
Situation end is not thet s method that has an equally 
unfeir cushioning effect on the business as a whole in 
bringing about price changes? 

A Meets yos. inere is no doubt thet it is in prectice: 

Q So that in practice it may be be bencficialto permit that 
particular condition to continue? 

A If you are going to have free competition. But on the 
Meet rOn OF preventing it thet is all a question oF the 


COnd tions Within the district in which such concesssicons 


are made. 

Q Wow in actual practice if one marketer, one service station 
that has been able to secure s source of gasoline a little 
cheaper, following up Mr. Frewlsy's idea thet he could go 
hm Gas Fetinery and get a Little better price, whet method 
would he have of pessing that along to the public. Would it 


not be one wey would be to reduce the price? 


A Yes. 


Q But if he reduced the price what would be the ection of the 


other merketers? 


A - Well it would all depend on the size of the marketer that 


reduced the price and the cherecter of the service thet thet mar- 


keter gave to the public and the quality of his product. 


A great many factors enter into consideration es to whether 


they would follow or not follow. We have thet evidenec in 


very many pleces in the industry, where the leeding marketer 


does not follow every price chenge. 


Q I cen quite understand thet. But if it were possibile Tor 4 
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Gaby 
merketer to obtain e source of supply thet would permit 
him to reduce his costs and he surely wanted to benefit 
by thet reduction in cost the only way he could benefit 
would be to increase his gallonage or selling at the same 
price end pocketing the difference, 
Well that is one wey thet marksters sometimes do. 
whet is the usuel way? 
Well it depends on the marketer, JI would say, and cs to what 
conditions ere. If he felt that he was lerge enough he 
might cut the price and go on and take adventagé of the 
situetion thet wey, if he felt his situation was permanent 
enough. 
But, 2f he cuts the price is it not logical to presume thet 
everybody would do the same sooner or later? 
Quite right. They would have to protect the business. Other 
Merkevers Will have to; 1f it-le sufficiently Lerge to dist— 
urb their situation. 
So thet in prectice he dozs not do that because he knows 
that if he posts a lower price he is going to be met. But 
if he chooses to give sxtra service he might keep that up 
for a good meny months antil its effect on the industry 


eauses the dominant marketer to notice it? 


That is possible. 
And teke action? 


That is possible. 


And by doing thet he hes cushioned the effect of a comparit- 


ively smell amount of gasoline that might be available at 


lower prices? 


. 
Co 


Well that condition might arise. 


So thet if the posted price, I mean if the pricss were 
frozen to the extent thet there was e posted price and 


that you could not deviate from it, it would freeze the 
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prices would it not? 
A Well thet would depend on the degree of policing I .should 


THE CHAIRMAN: 


think. 

THS CHAIRMSN: nae And how long thet would take 
place. You cannot do very much freezing overnight. 

MR. FRAWLEY: NOD a ay. 

MR. “LOTKINS: If it were an. offence, te, 
for instance, polish a mans cer in connection with the sale 
of some gasoline, as the present Code contemplates,- then 
the averege reteiler would be precluded from passing on any 
Penciit <-= 

THE CHAIRMAN: The present Code contemplated, 
Have we @ present Code. 

MR. PLOTKINS: Yes we have € Code at the 
present time end that prohibits such practices. 

THE CHATRMAN: Well Mr. Frawley I would like 
to have before us every single thing thet is in existence 
at the present time. I have never heard of thet. 

MR. FRAWLSY: You are going to get ig, oe 
fect you have hed it piecemeal but I certainly won't starve 
you. I will give you more then you bergained for. Let us 
see whet Mr. Plotkins is talking ebout, 


THE CHAIRMAN: Have we e Code governing this 


indistry today. 


MR. FR‘wLUy: we have what Mr. Plotkins calls 


a Code. He has bean celling it thet for a good many months. 


Il heve been sitting for over 


fam) 


6 year and I did not know there was e. Code. 


MR. FRAWLIY: The regulations under the Fuel 


Oil Licensing Act, thet is what Mr. Plotkins ealls the Code. 


: nh. 1 go know 2 thet. 
TH? CULT RAMAN: On 1 eo no bout t 
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Moe LOTR ING: Let me teke this and point 
out the particuler section. Mr. Cheirman the reason I 


em desling with this is I have been prosecuted. 


MR. FRAWLEYS Yes he is the one to deal 
with it. 
This CHAT RMAN: Well 1 suppose Mr. Gaby, 


Mr. Plotkins -- 

MR. PLOTEKINS: it is with Mr, Geby toet, f 
am eoing to deel with thet question. If the ‘posted orice 
is 70 be fixed then is it not rsasonable that. whoever, if 
the Government is going to attempt to say thet the price 
ehould be so much that they shall also determine the con- 
Coons, OF service. in o;nsr words in a service station 
today you notice in the advertising where there is two 

or three men running around 4 car and doing almost every- 


iene TO 1G in the way of Tree service, 


MR. FRAWLEY: Thet is just in the advertis- 
ing. 
MR. PLOTEKINS: It doss cost something to 


Give free air does it not? 


we Traction. 


It costs something in equipment and taxes and the Tominion 
Government charges you 31.50 to inspect the tank every year. 
So free air is not free. And it does cost something to wipe 
€@ means windshield and to give other services that are usual 
in a service station. Now if one service station goes s 
little further and offers to polish a mans car would it not 
be necessary to define whet the statute bars and thet might 
freeze that price? 

Well you ere getting into a very complicated consideration 


as to what price structures should contemplate under re- 
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thet particular problemi We know what the practical 
conditions ere in the industry, 

But it is not academic to meet e condition where free 
competition canexist and if prices ere set or if it 

is going to be looked upon es unfair, tO Lind e) nepier 
wey of serving the public by one practice or another 

sO 4s to péss on to the public eny benefits any one organ- 
izetion might develop within itself? 

yes. 

Then you are absolutely presenting free competition would 
you seree with that? 

Well if your price is fixed se you ere prevented from 
roe competition as Tar ss that is concerned end if) you 
are violeting it can be policed, But other considerations 
are also e method in competition. Thet is the general ser- 
Vices end all those that probebly are run erounds as the 
wey Mr. Frey says, to get over the question of the fixed 
price. 

fo your opinion you do not think they really end tru, 
reflect the competitive system? 

Not under the circumstances such as you heve been illust- 
reting, thet would be limiting competition, 


I know thet, but would you not think thet would be desirable 


to heve conditions thet would pvermit these different manifest- 


ations of competition to express themselves? 


We oave given our reesons for free 


we heve expressed it. we 


competition. 


Uw~vyu 


Doctor, you know at the present time the Imperial refinery 


hes set a refinery price for 2 and uthyl and third grade? 


° + } a 2D > |} i oe 
T heve heard thet sucn 15 the case but 1 @o Not pra 


just heard it rxentioned. 
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Does your company follow that system of selling et the 


refinery? 


Well I would not like to say thet we havs sdopted any 


policy. No doubt we wijl follow such a policy. 

if you do follow it is not the position of the marketer 

that you sell to considerably changed from the previous 
method thet hes besn in vogue for twenty ysers in this 
province, whereby your company sells and thse Imperial sells 
On ae guaranteed spread at destination to the jobber? 

That may be so Mr. Plotkins up to a certain extent but there 


might heve been limitations as to how far thet will go. 


(Page 15,330 follows). 
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Yes, you may, if the contract had a guaranteed spread, 

if there were limitations? 

Yes; Limitations. 

But in general it works out to an average gueranteed spread 
of so much? 

WEL] approxinately that. 

“Where today, with the fixed price, that is the price at the 
refinery, at the present time as we have had in evidence, 
Imperial is now selling "€" brand gasoline for 10 cents? 

Is that to everybody? 

Well thet is to jobbers? 

That is to jobbers only, that is to all jobbers? 

Pardon? 

THat is to all jobbers? 

Well, certain jobbers? 

Certain jobborse 

And if they reduced it, which they have in the last few 
days, the posted tank wagon price for "Q" from 16% cents to 
16 cents and they did not change and my information is that 
they have not changed the price at the refinery, the margin 
is immediately reduced from 6: cents to 6 cents? 

Thst would be self-evident. 

Whereas before whenever the price changed, whenever a price 
changed on third, the marketer did not suffer? 

Well I am not prepared to go into those details, Mr. Plotkins, 
I think Mr. Miller would be more gualifiea to discuss those 
details with yous 

whet I am leadinzs to, the Chairman questioned you on the 
beta Beikeun, ag an executive officer, can deal with that, 


thé situation today in Alberte, due to that change of selling 
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methods of the refinory, is now going to thrown the onus 

uf competition on the jobber, and not on the refinery, to 

@ large extent? 

Yell I do not know whether it will work out that way or note 
I would not like to give an opinion on it without going into 
the details and the facts of the price structure. 

what I am getting at is that that will have its effect on 
the retail business because of the spread that exists between 
the refinery price and the tank wagon price? 

I would rather Mr. Miller would discuss that detail with 
youe 


You do not feel competent to discuss it? 


Nue 

MR, PLOTHXINS;: Thank yous 

THR CHAIRMAN: Any moro questions? 

WITNESS : Mr. Frawley, do you wish me 


to answer the questions which you put to me yosterday in 

regard to that question of reduction in third and fourth and 
fifth structure in 1935. 

MR. FRAWLEY: We will see tc what extent 

I have not explored it? 

Mr. Miller, I think has all the information and I would rather 
Mr. Miller would deal with it. Mr. Miller has all the inform- 
ation here and he can deal with that. 

MR. FRAWLNY: Guite, all right. 

THE CHAIRMA’T: Mr, Gaby, as I had occasion tc 
say to Mr, LoSueur yesterday, this Commission is deeply apprec- 
iative of the time, the cnergy and the money that the major 
companies haye expendad and certainly for the assistance they 


have given to this Ccmmission in the rather difficult work 
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which it has undertaken. 

It is very gratifying to 
feel, and we do feel, perhaps we are flattering ourselves, - 
that the industry has sufficient confidences in the appointees 
of the Government through the Lieutenant Governor, that they 
should put all of their cards upon the table so to speak, 
leave open to us all of their books and all of their documents 
and invite our accountant and such assistants as he wanted, 
to come in and make inspections and to furnish him with all 
kinds of figures end calculations from their own books as 
requcsted by hin. We feel that is the kind of co-operation 
that dues not disadvantage the Industry itself but which 
nonetheless it did not have to give: Wo, of this) Board, 
are deeply grateful that they have seen fit to give it and 
we recognize and we want to publicly recognize thst they 
have been put not only to great inconvenience but to great 
expense in the giving of it and so we want to make this 
public acknowledgment and express our personel thanks to 
you, @s we have to the senior officer who appeared here for 
another major companye 
WITNESS : Mr. Chairman, I am very 
appreciative of that and on behalf of our eccmyany, and also 
I wish to say that wo are appreciative also of the manner 
in whieh this Inguiry has been conducted and in the way our 
evidence has been roceivads I do not consider that there 
has been in Genada a wider investigation of the Petroleum 
Industry then that which has taken place before this 
Gommission in the Provinee of Alberta and if I May, and if 
Iam not speaking out of order, ~- I would also like to 


congratulate the Commission on the character of the witnesses 
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that it, the oxperts which it Las produced; “ mén that I 
believe have the widest knowledge of any one on the Continent, 
of Petroleum matters; Specialists in their particular line 
and we are very appreciative that the opportunity has been 
given this Commission to have such knowledge placed before 
them. 3 

Thank You, Mrs Cla trian, 


for the remarks which yuu have made and ve sppreciate them. 


THH CHALRMAN: Mv. Frat:Ley, who next? 
LR. FRAWLEY? Dire Wer CVe 
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DOCTOR JOHN lie FREY, having 
been rocalicd, examined by Mr. Frawley, said: 
THE CHAIRMAN: Mr. Nolan, I was guing te 
call_Drs Frey. You will remember we were reserving the 
guestion of whether Mr. Halverson woule appear as qa witnoss 
again or not, only depending I understand largely on what 
Dr. Frey may have to Saye Now Dre Frey has something more 
tO say end I think it will not take long, but I think in 
view of what you ssid we would like Mr. Halversun to hear 
him firsts 
MRe NOLSN: Yese when I said we would 
reply to Dr, Frey, that is from our point of viewe Of course 
what the Commission would like to know from Mr. nhalverson 
or Commission Counsel, he is also available for that. 
THis CHALRMAN: Oh, quite Soe 
MR. NOLAN: But I am getting a little 


anxious about time you see, I am being pressed too by my 
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clientsto try and make it possible for them to got back to 
the work which they showld be doing. 
THE CHAIRMAN: There are two men who Must 


go tonight, the one is Dr. Frey and the other is Mr. Halverson? 


MR. NOLAN: That is soe 
THE CHALRMAN: It is not a matter of preferance, 
Mre Halverson. Dr. Frey is under the command of the Federal 


Government of the United Statos, he got an extension, which 
he was graciously pleased tu let us ask for, for a given day 
and hour. Now we will gladly sit late tonight to try and 
have both of you awaye Dre Frey must £0. I take it, 

Mr. Halverson, you want to go and you should go and we will 
try and get you awey but it has not reached the stage where 
you must go, So we will hear Dr. Frey, but I think we will 
take a short racessSe I want to get some materiale Just 


five minutes, Mr. Frawley. 


MR. FRAWLEY: Very well, Mr- Chairman. 
(An adjournment of five minutes was here taken. ) 


THE CHAIRMAN: Dre Frey, I understend we 
are going to have the benefit of your experience and of the 
evidence based thereon only this afternoon? 


YeSe 


And so I have been rather enxious to ask you to go into the 
box again to in any way emphasize those things which you 
think should be emphasized for our benefit and in any way 
summerize or otherwise assist us for the last time? 

Yese 

cf.you. will, starting in: any fashion which may seem best to 


you and oither by questioning from me or by proceéding yourself 
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as you think will best serve. 
A How would it be if I would start out to high-light the 
Situation in production and then go on to refining and 
as I go along if my outline is not complete or full 
onough, then will you help me fill it. 
We Will be very glad to try, Doctor? 
Thank youe 


That is a very excellent way of approaching it I think. 


&- © F&F © 


I will start with prodUction and the first element in 
production is that of risk. Production is essontially a 
risk-taking busincss in which approximation to financial 
Securitiss exists either by drilling in proven areas or 
through the diversification of the pruducer. 

Investment in the nature 
of things must be relatively flexibile bocause sach of us 
have different investment neods. If wa want the Ultimate 
of security we can hardly expoct the ultimate of return. 
If we are looking for long profits, we have to take more risks, 
so that when wo examine drilling, oil well drilling, as 4 business 
I mean the production of ofl, we havo to remember #% those 


facts concerning risks. 


The sccond point that I have 
to make concorns the nature of exploratcry work which often 
is wild-catting and in my mind this should not be discouraged 
- by rigidly governmental controle A certain amount of control 
may be necessary but the avoidence of rigidity should be 
given a very important place in suer considerations. 
(3) Unit operation, is an 
4doal towards which drilling and produetion should be directod 


but this is difficult t>» accomplish under divided ownership. 
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(4) Uneontrolled production. 
That is working under the rule uf capture only, is dostrictive 


tO the welfare of the State and the Industry. 
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(54 Conservation by Gowern- 
ment intervention is conscquently necessary to ameliorate the 
effects of the rule of capture or tc secure the nearest 


equitable approximation to unit : operation, and when I say 


“eguitable" I think it follows that this goes back into the 
economies, as has becn stressed by a number of witnesses who 
have considered this problem. If wo are to have conservation 
by Gowernment intervention there must bs sn agency of Govern- 
ment to carry that load. 

Now looking at that sgency 
from the standpoint of the United States and in an. ende:vor 
not to criticize anything which may exist in law here, I 
should say that the conservation agency should be given 
brvuad powers but it should also be furn*shed with a number 
of important directions. There should bo a clear-cut 
understandable declaration of policy. There should be 
definitions as to what constitutes waste or what constitutes 
other factors ineluded in the broad declaration of policy; 
tho conservation agency should be dirocted what to look for; 
it should also bs directed what to act on, that is the things 
it must do, in order to be sure that everyone has an opportunity 
everyone who has an interest has an opportunity at equitable 
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Now because there is a possib- 
ility of a ruling being wrong there should be recourse to the 
Courts and thero should be definite inclusior within the 
structure of this Conservation set which I am hypothetically 
stating, a clear-cut procedure as to the circumstences end 


how the injured party may go into Court against the Conservation 


Boerd and likewise the Conservation ageney should have a 


: 
There should be ! 


protection of not being driven into «ny Court. 
definite conditions in such a law as to where and what Court | 
the litigant must appear against the agency. 

To me those are a number of 


the factors which ere vital to a conservetion azeney Of the 


Government which is going into existence by roason of theo 


necessary interventions to socure the results that I have 


enumerated in (5). 
The general. characteristics 


of this plan are to be found in a numbor of the Stato 
Conservation Acts in the United States and the Act which is 
now being considered by Congress or rather will be in the 
next session, probably not in this special session, that 


that Act includes these itoms. 


(7) --- 


THE CHAIRMAN: Now, Dr. Frey, you spoke 


of the Arkansas Statute, did you not, the other day? 


Yes, that is I happened to have a copy of the arkansas law 


with me. 
You gave me somethin; this morning, what is that? 


This is the Arkansas Act» It is one of the recent ones. 


Tt ts Act 105 of 1939 of the State of Arkan®ase 
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"An Act to prevent waste, 
"foster, encourage ani provide conservation of erude oil 
"and Natural Gas, and products thereof, and protect the 
"vested, co-equal or currelative rights of owners of 
"erude oi11 or natural gas, as defined in this Act and 
Yin furtherance thereof, creating an oil and Gas 
"Commission; authorizing it to prescribe rules, 
"regulations and orders; authorizing it to provide 
"for the Ssucing of wells and to designate drilling units; 
"oroviding penalties for the violation of the provisions 
"of this Act, and of the rules, regulations and orders 
"of the Commission; and repealing all Acts and Laws in 
"Conflict herewith." 
This Act contains most of 
the elements that I have mentioned in my hypothetically ideal 
Act toward which we are working in the United States; tLat 
is, the Conservation Board of which I am @ member was brought 
into existence with onc, with a numbor of purpuses but With 
one quite specifically stated end that is to assist the States 
toward uniform conservation laws and our conn®Ction is entirely 
advisory and we work toward the ideal of a unifurm conservation 
law in all Statcs. 
THE CHAIRMAN: I think we will put that in. 
Et will be-ixhibit "672", 
(ARKANSAS ACT NO. 105 OF 
1959 PxRODUCHD AND WaRKED 
BUHL BIT PEV2"..) 
THA CHAIRMAN: Yes? 
Noe (7). Sinee regulation of the rate of flow is essential 
for the applLicetion of best ens;ineering practices there is 


9 necossity for the development of larger practical potentiala 
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Nas vthan would be necessary for open flow production. 
This principle has been expounded a number of times at this 


Gommission. 


(ors A drilling pattern 


confosmable with seconomics end engineoring considerations 
and rateablco takings based upon the funetions of the well 
and pool is another idea which has been expressed here and 
with which I oegree. 

(9). Drilling incentive 
being essential dus to anticipated profits is influenced 
strongly by two factors, quantity and price; in other 


words wo may look at the thing mathematically at guantity 


times price; Sineo under conservation there is a control of 


duantity, price is not as flexibile as under the rule of 


capture but the Industry and the State are protected against 


the violent repercussions of other productione 

(10). Price is detorminod 
on short swings on a competitive basis without regard for 
costs; that is it is influenced by factors which have 


been considered here; the extent of use, the economic 


—_ 
se AE 


fringe and so one It is influenced dy tne Law of Diminishing 


Returns as one approximates the economic fringe. 
IT have suggested that in 


sa marginal factor, that is 


kr 


the long swing that there 
the cost of production by marginal wells; That is the 
last necessary well to bring in the production which is 


required, that that in the longs swing does have a marked 


effect upon price. 
(11). Exeessive drilling 


tends to be curbed by reducing the pro-rateable takings to 
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uneccnomic levels, that is to say, that there is no possiblity 
of drilling without regard for the ultimate return and that 
when pro-rateable tekings exist, that that factor forces 

the price, pardon me, forees the quantity of oil produasad 


tu an uneconomicesl] level in terms of gcuantity times pricée 
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12. The decline curve of productiow not only affords an 
opportunity for new wells but demands them and I think at 
that point I should like to address myself to another 
statement that one often sees, and that is that the large 
company is in a position to drive the small companies out 

a is = a wi AL he Now, if you have aecline curves, aad you 
cannot avoid them, then you must have new wells and the 
reduced rate of production through holding back pressure 
results in a longer pay-out period, which should be reflected 
in a longer investment period; and this adjustment becomes 
more or less automati¢e when its principles are more generally 
recognized, providing there is a spacing programme, or 
backing a rigid spacing patterm the acreage factor is iretre-s 
duced into an allowable figure. Now, if the large company 
enjoyed the superior advantage it would have to totally 
disregard the allowable, because it : is just as subject to 
a reduction in allowable as the smaller eompany, and by 
reason of its experience it ig thoroughly alive to the fact 
that a longer pay-out »eriod results in a’ longer investment 
period. I ghould aisc like to cits the experience 1imime 
Jnited States as to the operation of large companies in 
fields that are tending towards marginal. By reason of the 
fact that the larger companies employ highly trained people 
and consequently people who draw comparatively large 
Salaries, there is an overhead problem in production that 
cannot be disregardod and when a field is either pushed: down 
by allowables or has daeunerhey taken the down trend by 
reason of the decline curves, the large company does not 
find that type of operation profitable nand as a rule sells 


out to a smaller company, that has a lower overhoad. And 
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when that company reaches the same posithmon as the larger 
company experienced, it sells to a still smaller company 

and to another company,and that is the way it goes until 
finally the field is not owned by oil companies at all but 
is owned by farmers who pump the oil as an incident to their 
other occupation. oo that the trend in our country 

is for the larger companies to abandon the territory that 
has gone to the point where production does not justify 
their employment of high-priced management. I do not mean 
to say that means high cost sears in all cages Lh it 


does as the production runs down. You asked me 4 _ aneatie 


concerning tas poliay of oil companies in the matter of 


a cnty SEEK SATENRRNET AALAND NT LNBs 


: cnmamsmnqumaseennnmnsencisectilanininsanenreanee 
{ contracts with wells, leases and So on. And while I do 
Ry not think there is any absolute right or wrong about the 


matter,’ I think it is generally a good principle that 


except where the crude purchasing company has a financial 


interest in the producing company, either by affiliations 

or marketing extensions, that it should contract for 

connections and purchases Only on a nels to well basis and 

not on a basis covering a large ee of he, except 

in special circumstances, and I think that those exceptional 

circumstances should be recognized. 1 think of a situation 

like this, where the construction of a pipe line requires 

a considerable supply of crude and where the producing 

companies, either as an individual company or as an associa- 

tion of producers, might approach gomeone for a pipe line. 
“Under suck a situation it seems to me that there would be 

an exception in which the pipe Line company might very well 

congider that block.ng out a very considerable volume would 


be necessary for the financial justification of construction. 
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Sut in an established field it seems to me that it is a , 
perfectly good principle and it is more or less followed, 
almost universally in the United States, that the purchases 
are made on a well to well or at least lease to lease 
arrangement. ‘Vith that I think I have high-lighted my ideas 
on production, unless you heve some further questions there. 
THE CHAIRMAN: NO. 

MR. FRAWLEY: You did not say anything about the 
term of the contract you spoke about? 

The term of the contract, I think that is more important to 
the industry and to the producers than it is to the State, 
ani I can see a situation under which a lifetime contract 
would be highly desirable. I can also see situations under 
which it might be convenient. From the standpoint of 
conservation in the United States we wish under some circum- 
stances that certain producing areas had lifetime contracts 
with pipe line companies because of the soMeeH pict elmer 
fields. There is always a possibility of a marginal field 
losing its pipe line connection to a field wich lower eosts 
or better position or better crude. So that there would 

be a higher degree of protection for the producer if some 
of these producing areas really had lifetime contracts for 
the field, which would have to be lived up to by the pipe 
line company. The pipe line company, as a rule, is only 
the transporter, but very frequently, you will, find, 

&@ purchasing company associated with a pipe line company 

and it exercises that contract relationship in the field. 
There are things to be said on both sides of it and I 

think the contracting parties should consider that as 


important to them, while it is not so important as a rule 
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to the State, except in conservation, where, as I say, we 
wish that some were tied in. Fortunately, in some of our 
areas we have marginal producers or stripper wells in which 
the affiliate of the purchasing company has production and 
that helps save the situation because the producing company 
affiliated with the purchasing company wants to continue 
to move its crude into the market and that often saves the 
connections of the stripper wells that are not owned by the 
producing comeany. 
is taere anything else? 
THS CHAIRMAN: apropos of that, as I understand 
it, you think it is well that contracts should be allowed 
to remain for the life of the well; but should Ve temited 
to a well at a time. I have just one more consideration. 
You say a well at a time unless in special circumstances? 
Mess ol L's | 
Which you have outlined. Now, then, might there not be a 
circumstance the other way, that a pipe line company 
intending to build in this country where the Imperial will 
not, or does not, might be interfered with by reason of all 
the wells being tied up for the life of the wells, or all | 
the then present wells? 

That is a situation in which you have pipe line A against 
pipe line B. 
Yes? 

In which pipe line A, having the prior position, has the 
assured crude. 
Yes? 
Anda pipe line B tries to tuke away the crude. 
B tries to tie up to this line at this end to go to Regina, 


or the other end, to go right to the field. I just want to 
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Dr. J. W. Frey. 
explore it for a minute as to whether or not thak tenes 


a stumbling block to pipe line extension? 
No, not necessarily, because we have to assume in the first 


place that the company that is doing the buying, if it has 


purchases beyond its requirements it is also anxious to sell. 


jf 
/ |It does want to meet its requirements and it seems to me it 
ae 
ns 
hey 
have an assured source of supply for its refining operations. 


is a perfectly legitimate thing for a company to try to keep 
if there is an overage that company is just as anxious as 


its own pipe line just as close to full as possible and to 


OtiiermUroducer to cet Tid. of jit. 
Now, let us say that the Imperial, as a matter of policy - 


and they are certainly entitled to define their own policy - 


aj 
Should say "We are not now going to build a pipe line to 


and woile it may be beneficial to preducers, anaes 


Regina, 
pecole in Alberta,we do not think it is the propemipenewse 
Now, another company 


PuLtG a pipe line to Regina." 
exploring the idea as to whether or not it will construct a 


But Supposing it 


pipe line would be concerned with the consideration as to 
whether or not they will jcin up with the existing line 


of the Imperial or will put its own in. 
proceeds to make the investment, what is to prevent the 


Imperial from then still putting its own in and putting all 
the oil through it that comes from the wells that it commands, 


and the man who spent the 50 million dollars finding himself 


with nothing for his money? 


Well, Ithink that would be a foolish situation for both 
In the first place I would assume that either 


A 
companies. 


company would exercise good business judgment and that 
ineident to the construction of a line that there would 


be justification for the movement of the quantity of crude 
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that would make it possible for the line to operate 
effectively. Now, it would seem very unreasonable and 
highly unlikely that as between the two companies, regardless 
of which companies they are, that they outa duplicate unless 
there were some reason for carrying a larger quantity of 
crude oil; and that if company B, the newcomer, offers the 
facilities of the transportation to company A, even though 
& is in a financial position to do the same thing ag By tL 
very much doubt as a matter of good business whether there 
would be any duplication of such exvensive facilities as a 
pipe line, particularly since it would be) lot ia veeay ee 
public utility, and there would not be any hope for unusual 
Prorits in the operation. So that it seems to me that 

gust more or less horse gense defeats the’ possibility. or 
duplicating expensive facilities. For what purpose? 

There would have to be some subservicnt purpose, certainly 
not a good business reason for putting in two lines where 
one would do the work, and I think it is hypothetical rather 
than practical. 
You think the tying up of “all these oil wells’ magnuimnor 
deter the intcnding investor from putting a pipe line down? 
wot if there is enough crude to justify the construction of 
a line, because I can hardly believe that any oil company 
would take the attitude that "We have more oil than we need 
but we are not going to sell it." There are many pipe lines 
in the United States not owned by producing companies or 
refining companies that are making use of them. There are 
only - I have forgotten the exact number from the Mid- 
Continent into the Chicago district -. but I think there are 


three limws, and they are used by more or less everybody 
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that is pumping out of that area. They were necessary at 

the time they were built. Right now they are not as 
necessary as they were because Illinois has upset things. 

But I wery much doubt whether a pipe line company would 
build a line unless it was considered possible to amortize 

it and possibly make a rate on it. Ido not thinks’ 

would ever parallel a line of 1¢6op its\owm 1 ine tunilese 

there was sound engineering and economic reason for so 
aowne. cannot see that the fact that any comp ny, Imperial 
or otherwise, occupies the No. 1 position in the fiel@ to-day, 
ido not see that it follows from that that there ds notean 
Opportunity for the construction of a private pipe Line by 
someone’ clse, if it is good ‘biisiness: 

MR. FRAWLEY: And that company, Dr. Frey, 
assuming an independent company constructed the pipe line, 
they would very Likely become the purchasers of the crude 
then to supply the requirements at the other end of the line? 
rows 

Do you see any disadvantage at all, or do you regard it in 
any sense as an obstruction that that pipe line comp.uay 
would not be permitted to treat with the producers 
directly, but would have to treat with the Imperial, as is 
the case here? 

T ean see a theoretical obstruction but I do not believe 
there is a practical obstruction. That is to say that if 

a better connection is afforded, and that is a profit 
possibility for the producers, the producers would make it 
go hot for the Imperial ve the: Imperial would give up 
some of its connections regardless ae ae contractual 


relationship that they have now. I am not talking for 
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Dr. J. W. Frey. 


Imperial. I am saying that considering the behaviour as 

i know it in the United States ana translating it to Alberta, 
that is what would happen. 

Po you think it is quite fair and proper that the Imperzed 
should have the right to impose a buying charge on any 

crude that this pipe line company might desire to purchase 

or contract for in the Turner Valley? 

felt, + do not know about that. That. is not a2 facagy wa 
there were a condition of that sort then on examining the 
facts I think we could come to a conclusion as to whether 
that would be justified. That is to gay, if sucha 
connection as you speak of actually existed. We do not 

know whether that wouléec be the situation with respect to 

the Imperial or other purchasers. 

well, that is really why I brought it up, Dr. Prey 
the situation. The Imperial------ 

Well, with the present connection is it not? 

The situation is that the Imperial has advised the Government 
asrnowlows——HOn the 27th ior Mareh ‘the amount of crude 
produced in Turner Valley depends upon the Orders of the 


Conservation Board----" 


THE CHAIRMAN: There is a letter too. 
MR. FRAWLEY: The Letter simply concerma: aia 
THE CUATRMAN: i was going to say if you are 


attaching any importance to it- I suggest you let wr. Prey 
read it over the lunch-hour. [We are just on the minute now. 
He should not be asked an opinion without having read the 


document. 


MR. FRAWLEY: Very well, Mr. Chairman. 


(At this stage the Hearing was adjourned until 2:00 P. M.) 
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DR. JOHN W. FREY, having 


been recalled. 


THE CHAIRMAN: Were you through, iir. 


Frawley? 
wRe PRAWLLY: Yes » 
THi CHATRGAN: or. Frey, you said some- 


thing this morning touching upon, in discussing the | 


principles that underly a scheme of conservation in 


your country, you said something about an appeal to the. 


Court, that appeal, I just want to know if I understood \ 


you aright, that appeal would not be on technical mat- 
ters I take it but to insure that the conservation body 
recognized its position as a quasi judicial body and so 
acted? 

Yes. 

And (2) thet it stayed within the jurisdiction given it 
by the Legislature of the country? 

Yes. 

Would you say you would go beyond that? 

The purpose for setting up a Hearing and the finding 
following the Hearing is done in order to, you might 
say, cover in a practical way the technical side for 
the Courts and the Courts usually accept the findings 
of facts from the Conservation Agency; the Court deals 
prinarily with the question of equity, a violation of 
due Fe cis and the question of whether the agency has 


exceded its jurisdiction under the Lawe 


Yes? 


eviews the facts. It 
But the Gourt rorely, if ever, fr 


accepts the facts on the Hearing « 
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Yes, and I just wanted to be clear, because it would 
seen strange to me if of course it had no spe Cial 
‘Knowledge as such a body would be supposed to have;etern 4 
woulu be undertaking to correct that body in respect | 
of matters which the Conservation Board would know nore | 
about than the Court? | 
Yes, that is true. 

the Court would be, on your theory, would be the body 
to which resort would be had to see that there was, for 


example, fair and impartial Hearings and that the Board 


a ee mR 


stuyed within its jurisdiction as fixed by the Leg- 
islature? 
Yese Saas 
I just wanted to get that quite clear. Now were there 
Cther matters which you wish to proceed with? 
Well then there was the question about this Turner 
Valley pipeline situaticn that was presented to me just 
as we were about to rise. 
eCEM 
And looking at this telegram---- 
wRe FRAWLEY: You had better call it by 
its Exhibit No? 
uxhibit "669", I find that the principle which I have 
stated before is expressed here- That Imperial says: 
"Our a ice is and will be to sell to any bone fide pur- 
"chaser such surplus crude a3 we may not need 
"Por our own requirements at posted field price 
"plus pipeline buying and handling charges pro- 


tyided such purchaser supplies suitable facil- 
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"ities for accepting delivery and wakes satisfactory 
"financial arrangements for payne nt". 

In that it seens tou we 
that there is a recognition of the fact that the company 
acting as a buyer has uni as expenses which down home we 
call "brokeruge" and up here in this telegram it is 
Called "plus pipeline buying and handling charges" and 
such expenses would he a general thing with us. This 
Says nothing about how siluch they are. The question of 
reasonableness does not enter here becuuse there is no 
specific charge mentioned, except that the buying ané@ hind- 
ling charges are involved, so that it seems to me that 
that coes nct destroy the position which I took earlier 
on this particular matter. 

The other thing is that, 
with any substantial number of disgruntled producers, it 
is hardly likely that a company would, in the face of 
that, in the face of that situation, continue a position 
that would vDe inimicable to its best interests in the 
long run and I would cnnsequently be of the opinion that 
"“ylus pipeline buying and handling charges" does not 
mean some «exorbitant figure. 

WR. FRAWLEY: We understand each other, 

as I read that telegram it means “plus pipeline charges, 
buying charges and handling charges," that is as you 
read it, is it not? 

Well I make a distinction between “plus pipeline buying 
charges" and "plus handling charges". If there is no 


handling by the pipeline it does not seem to me there is 
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any handling charge. 
But I mean, if you run the word "pipeline" and "buying" | 
together; I read that telegram tu mean "plus pipeline 


charges, buying charges and handling charges"? 


There are no commas. 

No commas, of course? 

And under the circumstances it is difficult to be sure 
just what each word means but my interpretation is 
“plus pipeline charges", "plus buying charges", "plus 
handling charges", parenthetically if those apzly. 

Just let me add one thing more to ycur information. The 
pipeline charge is a public utility charge fixed by 
tariff passed by the Public Utility Board; the handling | 
Charge is the same, so if there is any point in the 
thing at all, and I am not making any point of it, but 


if there is any point in it at all, it just leaves the 


eee 


one thing, the buying charge, tc the company. The pipe- 
line charge is something fixed by law, by the Public 
Utilities Board? 

Yes, and of course it dces not foliow that there would te 
a pipeline charge. It is entirely possible that if, as 
stated a little later, "provided such purchaser supplies 
suitable facilities for accepting delivery", tnat the 
pnint of delivery might be in the field and not at the 

end of the pipeline. 

That is true, and then there would be no pipeline charge 
tut there would be a handling charge? 

And a buying charge> 

A leading charge ané a buying charge? 


Yes, and what that buying charge is, it just does not say. 
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No? 

And all I can io is assume thet it is within the realm 
of reasons 

Yes. Thark ycu very much, Dr. Frey? 


Then I was going to go ahead with refineries.4” 
“a 


id 


Very well? 
(1) Refining by its nature is a chemical processing of 
multi-products and the refinery is designed to handle 
the most economical raw materials available and to con~- 
vert the product most acceptable and in quentity and 
quality to the consumer. 

(2) The evidence as I read it discloses that Turner 
Valley crude available at Calgary is not suitable for 
skinming plant operation because of the comparatively 
large yield of residue for which there is restricted 
sale and also because a skimming plant yields only low 
octane products@#he Girection thet refinery construction 
has taken in this area indicates that the refinery op- 
eration recognized these facts as stated in the evidence. 
(3) The cost of a single product in refining is not 
determinable. The operation is judged on realization. 
The differentials between products do not necessarily 
and as a natter of fuct rarely do, bear close relation- 
ship to the differences in cost even determined on an 
arbitrary basis. 

(4) While refinery prices are apparently running par- 
allel with crude prices and at this point I will intro- 
a@uce a stateuent even although I ao not have the support 
and historicelly there are ratios for the 


for it here, 


Various scales of crude o11 priceas 1 make that obser- 
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vation from experience in the States. AS a matter of 
fact there is a dearth of evidenoe that refinery prices 
are always closely geared to crude oil prices and 1 an 
generalizing here not only, largely from experience in 
the. United States. 

(5) nefinery prices on each commodity reflect the sat~ 
uration point for each commodity and the substitution 

of various products at price: that is one of the 
reasons why we have the drainage factor in differentials 
which I considered under marketing. 

(6) Technology in refining is advaneing rapidly and bet+ 
ter products exist now than were available a few years 
ago and still better products are in sight. Technology 
while advancing products' quality results ina higher 
rate of obsolescence than was commun ten or fifteen 
yoars ago, consequently refineries must pay out more 
Guickly. 

(7) kefinery throughput or putting it amother wey, 
velocity, is a strong factor in over-all costs; that is 
efficieney and the smaller, less expensive plants today 


in terms of total throughput ar capacity, tend to offset 


some of the obsolescence factors. You have all factors 


working more or less to balance each other. the high 


rate of obsolescence on the one hand to a high velocity 


on the other. 
(8) In Alberta, this is my eighth point, in Alberta, 
selling through jobbers by refineries who also are market= 


ers is primarily to maintain throughput and to reduce the 


over-all refining cost. 
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. Wow making one more step, 
if the Province of Alberta should decide that it were 
desirable to develop specifications for gusoline I should 
say that the refineries should deliver to the reseller 
at the time of the transactior, the specifications for 
the gasoline delivered. 

Those are my Jutstanding 
points as I see them, the highlights in refining. Now 


there probably are other questions which you nay have 


on that. 

Tilt CHA LTIUIAN ; bite Frawley. 

Mike FRAWLEY: Wo, Mr. Chairman. 

Mire FRAWLEY: Perhaps I might ask you 


this, is there anything in the suggestion, Dr. Hrey, 

that while it is true that rapid technological advanees 
in refining do seem to indicate that a shorter payout is 
reasonable, and perhaps justifies the higher rate of 
return, that perhaps some of that rate of return should 
be expected from profit rather than from cost as such; if 
you understand the distinction I am drawing? 

I do not think that the improved technology reflects 
strongly in the price because if it is not desirable for 


efficiency to construct a refinery, a new refinery is 


not constructed. There must be some economy evident in 


the construction. Of course there is the other pos~ 


sibility and that is this, that competition, the com- 
petitors of the refinery fay be inproving their products 
so markedly that it is necessary for the refinery to 
fall in line with the product which is being sold by the 


competitor. sole refinery advances are forced that way. 
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Now I will put it to you by way of illustration, ana 
inviting your comments on that, in a public utility, 
when a gas company is going to the Board for approval 

cf its rate base, pursuant to which the rate of return 
automutically emerges, the company might have spent 

a number of hundreds of thousands of dullars on sone 
peculiar kind of say geophysical research work and it 

is not uncommon at all for the Public Utility Boara to 
allow in the rate tase which ultimately finds ibaelt, 
reflected in the cost per unit charged to the public, 
only a portion of that money actually spent and for 
Which vouchers are readily available and so on; now IL 
mean that is, you do appreciate that that sometimes takes 
place and not uncommonly, and do you see any relation be- 
tween that procedure and what I am suggesting here, that 
there seems to be a seGebeetiem ee eae keep up with 
the technical development, and it is just a question of 
whether or not some of it should be thrown out because in 
the case of the Gas Company, the rest of it is just borne 
somewhere else, probably by the shareholders in shortage 
of dividends or something of that kind? 

Well looking at that situation of the Gas Company, gas is 
Bas, end thet is ali it is and unless you increase the 
BeP.U. of the gas or reduce it, there is not very much 


you can do avout it. It is just gas and practically the 


entire reflection is expresesa@ in the consumer price, but 
with refinery products we are dealing with a checnical 
industry and the chemical we buy at one time is not the 


chemical which we buy at another and if the consumer did 


not indicate that there was something more desirable in 
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the new chemical being produced, than that which is avail- 
able under the old set-up, there would not be any neces- 
Sity for the company with the old equipment to pay any 
attention to it but the fact that the difference ,» the 
Chemical difference is great enough, the performance is 
sufficiently differ nt for the custamer to recognize it, 
means that that type of challenge cannot go unrecognized for 
a long time sc really we are not dealing with a product 

that does not change its guality. We are dealing with 
products that definitely change their quality and for 

which the consumer has an acceptance, pardon me, that is 

a little bit ciumsy, I would rather say, for which there 

is consumer acceptance and it is the consumer acceptance 
that drives the company with the old plant,-along with 

the economies that he expects to get frcu the new,-into 
further technological advances; 

Now is it not possible that « brake should be placed upon 
the expenditure of money in iellowing technical advances 

for which the consumer has to pay, I mean is there not a 
distinction, perhaps I did not put my point well when I 

was discusssing the Gas JUompany rate base, I mentioned 

then perhaps spending more money, for instance jet us say 
the y purchased an aeroplane for sore easily getting 
aruund their territory, something that was to them a 
reasonable expenditure but the Public Utility Board said 
"we will not permit that expenditure". "We will cut down 
that expenditure so far as our rate base is concerned by 
Iam trying to get may point so that you 


say one-half", 


would have your mind directed so what is in my mind? 
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- I think I see the point now. First of all we are deal- 
ing with gas as gas. We are not dealing with a chang- 
ing product and the question of whether one buys an 
automobile or more equipment or an aeroplane or what-not, 
so far as the consumer of gas is concerned, is a matter 
in which he is vitally interested because he does not 
get any change in the quality of gus by reason of sone- 
body having bought something. 

Q Oh I see but he may have, the theory tlere would be that 
he was being assured of a supply and that there was sone 
reflection it: value to him, whether it was still the same 
old gas he was getting? 

A Well that may be the cese, now if that were true, the 
chances are that the Public Utilivy Commission charged 
with that responsibility would probably recognize it. 

Q That is true, and when I say they do not recognize it to 
the full extent, some of those expenditures nade, they 
seem to draw a distinction, because the company has spent 
the money and it must be reflected some place, but when 
the y refuse to put it in the rate base, they are saying 
"You cannot reflect this in the price of the product to 

the public" it will have to go into some other place, it 
will go into your profits,it will be a reduction of your 
profit column", there is the point such as it is? 

a Well the improvement in the quality of the chemical 

product such as gasoline cannot be passed in full force to 

the consumer, not by reason of any utility regulation but 


by the very nature of competition. suppose for instance 


we changed the octane of third-structure from 58-60 to 


6&64, the chances are pretty good that we cannot pass 


al vos 


’ 


“ 


‘ os 
eed 
rae raat 
co 5 
oe 
od 
a 
fe rs 
ade 
ae : 
ss 
wk 
i 
Sie 


FoF 


> 4 
oh=? 
Pp oN 
? 
= 
ake on 
Lond 
rt r 
; 
fe. 
= oe 
r mes 
% ay ‘ 
a 
: ie 
: i 
cee ; 
= 
os 
= 
- 
: 
: 
a 
Sas . 
Ey ‘ 
a a 
ho 


ie 
Soa, = 
ey E 
ee = oo 
: es oa , 
: ww 
po. 
Sapa ae 
RS ae 
ue =a - 
> 
z be 
hy 
So 
c- 4 
a ¢ 


. : 
= . ~ 
i , 
5 

r reap 5 ~ 

; 
L.= Ss = 
r= 
: id 
od 


‘ 
, 
ere 
Si Z 
es 
: ' 
aa ] 
lee re ‘ 
ae — a 
~ . 
ies 


: on 
a! , rs 
é . * 
é. 
0 
Sa 
x 
: 2 
: 
é 
ee : 
ah ; : 
Fo ie 
: a | 
sid a es : 
© 4 ace ; 
oe tw ov in 
; 3 Fa 
= * si ae 
: ; 
b> 


CoN | 

H ood 
oe Me . 
Soh ® 


eet 
Pre] 
stacy 


ws ‘ 

ae BA 
ee 
4 Per | 
7? 

a Ps 
rs on oe 
~s at 
i _~ 
: pe 

Fr 

‘ 

Sa 

. 

* 


dee 


= 


a 


Dr. ‘J. We Frey 


C4 : 

a - 15,359 = 
that along, tmt it will have to stay at the old price, 
at the bottom of the list. 

a) But Drs Brown has come in and he has spread out all of 


thdse refining costs actually made, and he has said that 
he thinks they are reasonable and he thinks it is quite 
proper to give them a rate of return on that investment. 
Now if there is anything in my suggestion it would be 

that perhaps some of those items in that investment were 
not warranted insofar as the public is concerned, because 
it gets back really to the reflection in the price of 
gasoline, what Dr. Brown says on the price, on the amount 
of thos expenditures, and I say that the price of gasoline 
does not give eny more than a fair rate of return on that; 
he, in a way of speaking, has justified the price of the 
gasoline with respect to the investment made in refining 
and I say perhaps there is something unwarranted in those 
expenditures, therefore unwarranted to be ineluded in the 


cost upon which the rate cf return is expected and de- 


manded. 


(Page 15,360 follows) 
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* 
Yes but Dr. Brown also seid thet if it were possible to 

build a much larger plant thet is more expenditure of 

money... Then if thé merket justified it there would be 

lower cost per unit through-put. 

That is true. 

Now you see if you stop the Technology in thet development 
you could have higher prices then would r3sult by the expend- 
iture of the money, even though you do justify the full ef- 
fect of ths improvement as a capitel expenditure. 

I perhaps heve pursued my point as far as I can with you, 

Das Frey. 

Cue Cas TRMAN : Doctor I would like to know 

if you would care to develop the point as to whether or not 
dt iS in your view desirable to heve any type of intervening 
body extending betwe n the Government and the industry; and 
i eso. When type. of bo dy. 

Well in the first instance on conservation I have definitely 
committed myself. Theat is I do believe thet it is d@sir- 
able to have e conservetion agency. In refining I have seen 
less oecesion here then would appear to have been ne cessery 
at one time or enother in the United States, In merketing 

we heve interfered more in the United States than you have 
here, thet is we have interfered at one time or another. 

Just now thereis very little legislation that directly -p- 
plies to merketing in the United States. Now I have said 
thet I think it is desireble for the Government to be ec- 


queinted with whet is heppening in the industry and strange 


as it may seem for 6 Government men to be suspicious of 
Covernment, nevertheless I can sympethize with some of the 
I iw) 5 7) 

statements thet heave been mede here - they ere equally ap- 


plicable in the United Stetes - thet Government is not above 
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doing some things thet mske it tougher for all perties at 
interest. I heve hed enough painful experience on that 
particular thing te understend the force OF +82) 7 Peaaak 
partly e question of whether there is én agency of the 
Government thet is more or less of a contect. egency depends 
upon whet thet agency is intended to do. Whether it is an 
egency set up to create regulations; to bind the industry 

iO 8 certein proceedure; whether it is mandatory or not; 
whether it is advisory and co-operstive. I think also it 

is an important consideretion as to the personnel of such 

en agency. Is the personnel quelified sufficiently to under- 
Stanc end do the right thing by the State and by the industry 
ead bY tne. people. Tnoct is a difficult thihe to determine, 
Tiere 2S enot.her thing; and that 1s if abuses Sxisi win 
1tlinois in marketing let us say, is it not entirely possible 
that they exist in Iowa and Indian& or perhaps all over the 
Usited States, .If such is the case then weuld 15 nevis 
better insteed of having an Illinois body and an Iowa body 
ead) an Indiane body, might it not be better to nave je Ped wa 


body. Well thet is one place in which I display my bias be- 


cause I happen to be a Federal man and naturally I think thes 


we do a better job then the States and I also think we see 


the thing from a broader point of view, so thet it seems to 


me that whether one docs or does not have an agency depends 


largely upon whet one is trying to accomplish in the way of 


relationship between State and the industry and the people. 
And without having a pretty good idea of the objectives [I 
think it is difficult to state positively thet it shouldbe 


one thing rather then snother.. I do believe definitely thet 


if an industry is not ethical en attempt should be made to 


: » Q | e S r ; ~ 
make it ethicel end the modus operandi depends on the circum 
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stances. It ssems to me thet there is very little in 
merketing es far es ethics are concerned cannot be resolved 
into e relatively simple eeatenents It scems to me that 
merketers should sell whet they pUrpOTs (TO, SELLe “PUES 

not entirely e question of Caveat amptor, because the 
neture of the material is such that the individuel purchaser 
cannot determine the exact neture of the thing purchssed,. 

He hes no tests to apply immediately. And the other thing 
is thet Selling what he purports to sell he should post a 
price for all the products thet he sells normelly within 

the channels thet are established in a particular point; 

and classes of customers. I can conceive that a single 
point might sell different classes of customers set Aifferent 
prices and that I] think should be indicated by posting, I 
think when you get it down to that then the rest of it is 
having posted the price the marketer should stick to it. 

Now we had an experience with that general rule during the 
Gode period in the United Stetes, and because there are some 
pecple who ere unprincipled we found they could post a price 
to suit themselves and the customer, even though the posting 
might lest for an hour or so. In order to prevent that type 
of thing we felt it was necessery to introduce the element 
of time end thet a posting hed to be good for 24 hours. You 
could not post eny more then one price -in eny #4 hour period 
and thet prevented speciel postings to meet a special cust- 


omer. Now I think thet the most ressonable, certainly the 


. 4 7 ¢ 4 KY tt Q j ] 
better established compenies follow those principles, but 


all compenies don't. If there is no subterfuge in the 


price and classes of customers it 


seems to me thet most of the difficulties, most of the 
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evil things in marketing ere overcome. 

And in the event of it being found the so-celled evils do 
exist do you think it quite reasonable thet there should 

be 8 Code of fair sompetition, so long es it does not make 
for rigidity I teke it, from whet you have previously sid. 
Yes I would consider enything that leeds to rigidity 

in prices undésirable, I think pricés must remain Flexible. 
Prices must be competitive. But certain of the practices 
as to how @ price is named and who recsives the price is 
over the table deeling instead of under the table dealine. 
It seems tu me to Mnstitute the essence of ethics in the 
meatier. Now in every markst there pvrobebly are people 

wie deal under the table but 6 very lérge proportion of 

wae rndustry Geels over the table, The next thing #5 toe. 
if the industry does not feel thet the abuses are so con- 
siderable to justify a Code I do not see why the State 
should bother giving them one. I think thet industry should 
want se code. I think the better clement does always. The 
reeson they ere so suspicicus of the Code is that they ere 
etfreia of the inactivity of policing of such a Cede end 

the ineduities which result from @ competitor; the more 
ethicel merketers doing one thing and the unethical doing 
something else without being brought to justice. I should 
hat the lergsr the srea - ane 1 de not went to make it 


sey % 


aopear here that I am saying Dominion versus Province cf 


Province versus Dominion, I should like to keep out cf thet 


because thet is your bueiness here at home - but I should 


say the larger the erea in which one deals in such matters 


the better because the chences ere that if things are bad 


in Tllinois they are elso bad in lowe . 
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Ts your view affected at all by the circumstances we have 
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here in Alberta the only oil field of any size in Cenada? 
Well if the marketers sell what they purport CO E61) end 
post their prices for qualities and classes of customers 
Bua Stick to the ge postings I do not think it makes very 
much difference whether the merchandising is in Alberta, 
Sesketchewan or Ontario, There will be a difference in 
competition however, but I am not ageinst thet. I em for 
thet. Ido not want price rigidity end the difference 

here with respect to the field makes for a difference 

Or & possible’ difference in the methods of marketing, That 
likewise I should not like to see destroyed, I do not 
think thet the marketing should be channelized to the point 
of rigidity or that prices should be affected to the point 
of rigidity. The method in which marketing is done is open 
tO improvement. Perhaps a despised method of today is the 
right method of tomorrow and perhaps a method thet has stood 
for a number of years may stend for @ number more. I think 
that we should leave the industry free to adopt schemes end 


methods of bringing products to the consumer and the price 


should stay flexible. 


Tt has been brought to our notice, Dr.,. by you, that, with 
drawal from any pool should be according to some planned 
pattern in order to get the most efficient withdrewal, 
Yes ir. 

Is it usual for e Conservetion Boerd in your country to 
concern itself with the drilling pattern with respect to 
any Pool? 

The conservation Agency considers plans for 
well specing. The pattern is not fixed as 6 rule regardless 
of consideration of the economics engineering of the field and 


I think it is_desireble to heave & broad patte:rn where there 
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is new development, a sort of general one like you cennot 
drill a well, snymore than 1 to 40 acres or 80 acres or 
something like that, at the inception of the Pool. Because 
that would force wider drilling and would develop more 

facts concerning the nature of the Pool, ‘hen efter the 

Pool is developed sufficiently so that there is some engin- 
eering knowledge conceming whet it is I think then that a 
drilling pattern should be worked out for thé rest of “the 
DULG, OF part's of the field thet mey ditrer from moa. of 

the Tield But the’matter of a drilling’ pettern te me is 

the reletion of the economics and the physical charactsristics 
and not a thing which cen be determined for all the fields 

in en arbitrery manner. ‘when we hed a new Pool development 
under the Code we made no drilling pattern or eny unit plen 
until after ten wells heve been brought in. We then required 
thet any field in which there were ten wells had to work out 

a plan for cevelopment. 

By Wey OF UHLt Cperation? 

Vos oir Thet is e well spacing pattern, pro-rateable taking 
and sO One 

That igs on ell Federel land you neve the unit plan of develop- 
ment, efter you hed your preliminary drilling? 

This was under the Code period. we ean force the unit plen 


on Federal lend quicker then that now. 


Quicker? 
thet is not done, It takes’ 6 Tong time te 
work out 6 plen so we may heve quite eae number of wells devel- 


ovea before ¢ plan is actuelly completed. Sut the Conservation 


Qranch will establish minimum leeses for development end will 


not parmit more then one well for se certain sized lease, 
Then when the field is proved the wnole thing is reviewed 
pears v wl J cuted iw) h 
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b. the Gonservetion Ssrench ana 4 unit plen worked ont for 
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the operation , 


Would you sey thet in the event of cnother Pool being 


found 1n tue Province of Alberts thet it would be the part 


of wisdom for the Government of this Provinee to insist 


upon the unit plen of dévelopment along th: lines that 


you heave with respect to Federel lands in the United States? 


Well except for the fact thet our system is not perfect g 


I would like to see e more perfect system than we heve. 


I should say thet if enother oil pool is developed in 


Alberte it would be desirable to work out a unit plen of 


operation beéesed on good sound engineering end economics, 
in which proper spacing, whatever it heppens to be, and 
reteable tekings ere an important factor, Of course thet 
means a lot of other technicel things like maintainence 
of @eil-ges retios and mainteining bottom hole preesures 


end many things of that sort. 


Yes. res 
A But I put it undér the general heed, rateable takings, 
a) Thet is to sry you would give considsretion not to so many 


eCiigs 


to ea well but so meny acres to a well in a particular place 
having regard to the sconomics. 
& Yes Sir. livery well in the field should be considered ¢s « unit 
with respect to the effect of that unit upon the rest of the 


field and its cepacity to produce. 


Now it hes been brought to our notice, Dr. Frey, that in 


ce) 


another Province of this Dominion it has been provided 
amongst other things, thet there shell be no increase in 
the prices preveiling for petroleum products - or is it 


* a5. Es 2 3 , 2 
just gesoline Mr. Frawley. In Nove Scotia. 


MR. FRAWLZY: It is gasoline, It is every= 


thing except kerosene Il think, There is 68 @6finition oF 
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gesoline which exclud2s kerosene, 

tHe CASIRMAN: All right, that there shall 
be no inercase withoit the epprovel of the Boerd - in that 
cese the Public Utilities Bosrd. Now assuming that it was 
found that heving regard to the recent reductions in price 
of mthyl gesoline end 2 and whet the price is for third 
structure end for the other petroleum products here, essum- 


ing i* was found that heving regard to the competitive sys 


Gen the prices are fair, reasonable and not out of Line 
end do not call for Government intervention; if that were 
assumed would it be e rsasoneble thing to teke the position 
thet enother Province has,thet all being fair now thet in- 
creeses in cost to the consumer could not de meade without 
fhe epproval of some such body. In short without céeuse 
being shown why they should be increesed, 
f tT. heve no objection to thet in theory... It seems) perfec iy 


reesoneble in theory. The whole question is how does it 


work in practice end there we go back to the old question 


of ths policy of the people involved and their ebjequives 
and also it goss to the question of the necessity. Now 
my own feeling is thet there is not very much necessity 


for putting in e top stop. 1 know thet contracts are 


sometimes written with top stops in them. ‘het is true 


in the oil industry. For instance down in the astern part 


of the United States furnece oil to residences is alrost 


slweys sold with a top 3top.in it.) ete lly esse pune is 


* : 2) eae os * 2 a . a a 2 } 
permitted to fluctuate within, 1¢@ so 1f Lb be Oe2 on tite 


ae ln ss th : ae 
Well when the contract is taken up, vet the price will 


° ~ y ty OS 5 - aa a my 42 ra) > 3 _ 
not exceed 7!¢ during the heeting season. -ihere ere con 


trects of thet type between buyers and sellsrs. In the 


Know of eny such contracts 
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gasoline market I do not heppen to 
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Dr. de wW. Frey 
except on Government business and we teke contracts in 
the Government with stops in them end some of the States 
do the seme, Now my own experience with the movement 
of. prices in which I hed a very egcressive part for a 
long period in trying not only to. stabilize prices but 
to establish reesoneble relationships between the crude, 
refined products and the products te the consumers, is 
tHetv sit is.very difficult to raise a price successfully 
ena ,it.is very easy to break it down}, If) wented any 
easy job I would ask for the right to brsak a price down 
beceuse I know how to de thet. I think I have leerned 
most every trick that hes ever besn used in the United 
Stetes to breek a price down. But when it tomes to rais- 
Mie.ekpriee,.| have found no.é6nd of difficuhty in Beising 
prices. It was a steady uphill fight all the time and we 
succeeded in a period of very very strenuous endsavour 
covering a period of approxim:tely 8 months, in getting 
the producers end refiners and marketers all to work with 
us as closely as possible end we succeeded in forcing the 
price up epproximetely l¢, from November to May, thet is 
November 1954 to Mey 1935. And I know from thet experience 
thet.it is herd to force things up When you ere pusoing 
against the market. You are actuelly facing a market. So 
thet I think you will understand why I heve not much fear 
in thet regard but I would say as a theory 1 have no ob- 
jections to the idea of r2quiring of showing thet ¢ price 
is necessary, if the Government responds quickly, intell- 


igently and understandingly with respect to the situation. 


Oo 


In those pleces in which you hed Codes in the United States, 


would you mind priefly outlining what they cover Doctor? 


A Prior to 1933, August 1943 and from approximately the middle 
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of 1929 there was a Code sometimes referred to as the 
A.-P.I. Code or the Federal Trede Code. With the develop- 
ments of the N.I.R.A. we Had a so-called Code of feir 
competition for the petroleum industry. It was divided 
into five parts. one of which was marketing, Fhe marketing 
Code consisted of 33 rules which more or less parallelled 
mae Cld A.P.1, Code, “With the’ tsl iL er tne Moreno aw 

Mey 1955 another Code wes proposed to the Federel Trede 
Commission. Theat Code has not been enacted, The industry 
wants 1t. There is avery considerable part of the industry 
wents it but there has been a lot of dust throwing down 
there in that thing and it is particularily due to some 
Personal ambitions that heve been-on ther Trent pags coe 
some time that that Code has not been accepted. But the 
Worst, Code end the Nal.R.A. Code hed “some siimicery. “16 
principle which 1 have expressed that you sell what you 
purport, that you post your price for qualities and types 
of customers end thet you stick to it wes fundamental in 
both. Neither’one was intended to have ‘any rigid etrec, 
practices had 


on prices. Now quite a number of bac 


developed and if you introduce to the generel conditions 


which may be considered as ethical another consideration 


that there should be no subvterfuge you precticelly cover the 


thing because most of the rules had to do with subterfuges 


end that is whet mede them so lengthy. 


(Page 15,530 follows.) 
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And thet is why you have so lengthy, for instanee our 
Code has Se rules and by the time ve gut through with 
interpreting the thing, we ha@ a young bouk; as a matter 
of fact I think the book we got out, showing not only the 
rules but the interpretations, ran to more than 100 peges,. 
Now that was due to the development of legalistic thinking 
On the part of the v rious people who were working under 
the Code but the subterfuges that we found it necessary 
to attack were the giving of free equipment, that is an 
example, the installation of electrical esuipment without 
charge, buying new lifts or other greasing facilities, 
the installe tion vithout charge of air compressors. Of 
course we considered that it was all right to do that in 
a stetion which was owned by the company that was making 
the installation but not on the property of another. 

We had a rule concerning, 
ageinst putting in free pavoment and the ruling went so 
far that they then tried to control the sdvertising which 
the ecmpanies did. For instanee it was argued by some 
that, while one station would give theiz premiums and that 
was outlawed, another station could circularize a funny 
magazine end that was not outlawed. we hed to deal with 
even such deteiled things as that, but the general principles 
nevertheless that I think would apply to both codes was the 
ones which I stated, that is "sell what you purport to sell} 
post your price for quality and types of eustomers and stick 
to it without subterfugee"™, and then you have the vhole 
business covered, 

xz would be glad to send you 


a copy of the final N. Ie Re a» Godc with interpretations, 


to show you what we finally got into, if you would like to 
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have it. 

THE CHAIRMAN: Thanks very much, if we 
could have it in the next few weeks, Doetor, so that it 
may be before Counsel beforo we make any final submissions. 
Yes, IT would be glad to send it back to you immodistely and 
if I may I would like to send with it my interpretation of 
Operations under the Code in which I have discussed every 
rule and the axtent to which it succeeded and failed and 
why. 

Peeves iT Dook ‘form too, is i109 

Yes, and I would be glad to send both of those. 

I think wo would be very glad to receive and file both, 
subject always to our getting it in time that Counsel is 
as fully conversant with it as we are? 

Yes, I ec#n send it back to you within the next few days. 
That is very good of you, Doctor. Now any questions, 


Mr. Frawley? 


MR. FRAWLEY: Nue 
MR. PLOTEINS: There is one question, 


Doctor, I do not know that it was deelt with while I was 
away or not, this morning you dealt with production and 
Consorvation and I did not hear you deel with the question 
of strippr wells, that is a well in Turner Valley thet could 
be compared vith the stripper well as is known down in the 
United States and what your opinion would be as to what 
constitutes a stripper well? 

A strivper vell of course is mercly a inmatter of definition 
and we spent many, Many hearinss in 1954 trying to define a 


stripper wellk-as we counted it in the United states and we 
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finally came down to the decision that it Simply meant 

that a stripper well is a well that pumps and usually under 
LO barréls a day. Now are there such wells in Turner Valley‘ 
No, but Doetor in the ordinary shallow field in the United 
States, the reascn that you, at least I assume one of tho 
reasons why you have come to the conclusion that what counts 
a striyper well is because it is in relation to the economic 
GOs" Of Pumping in thet field? 

Yes, that is right. 

Now spplying tho same principle to Turner Valley and what 
would you say ths condition should be? 

I do not know because I dm not know the eloments of erst 
well enough to know whet the bottom of the thing is. 

So that the principle that should be applied in Turnor 
Valley is the same as they apply in the United States? 

It dces not soem to me that there can be any stripper 

wells in Turner Valley because it is my understanding 

that all of them fiow. 

Perhaps I did not make myself clear. Doctor, there is 4 
stage itn Turner Valley where a well, as we say, prcduces 

50 barrels a day and that is just a bout balancing the out- 
of-pocket costs of producing that well; well new if by 
the workings of the Cunservation Commission or their orders 
that well is reduced to 10 barrels a day, should there not 


be a stov there. some economic point whore all the wells 


in Turner Valley or in any field? 


Actually, are there wells in Turner Valley such as that? 


not make ‘nyself clear, you see there has 


pe) 


Perhaps I ai 


been 4 considerable amount of discussion that in Turner 


Valloy the average independent operator feels that 100 
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barrels a day should be the minimum so that if the number 
of Wells being drilled continues to increase and the Limit- 
ing factor would be 100 barrels a day for tho oxisting wells 
and thercby prevent over oxpaasion of drilling, and permit 
the producers with wells capable of producing LOO barrels 
to continuc to produee ---- 
Now let me stay with the generel principles and no specific 
questions. 
All right? 
I should say that any marginal well involves the problem of 
the effect of it on the strueture, its capacity to produce 
and its equity in the fielc, as Well as its ecunomics. Lt 
is nnt just a matter of economics alone. It must be given 
consideration from the standpoint of engineering and not 
only its immediate effects on the area over which, within 
which it is located but also with respect to its position 
oe ine" 7 Ferd 3 

Various States have dealt 
With that in one way and another: The State cf Texas for 
instances has a 19 barrel minimun. I have felt that that 
was unfortunate, that there are some wells producing 19 
barrols that are dting a gréat deal of damagc and that while 
every effort should be made to adjust equities that if a 19 
barrel woll is doing damage, so much demage, it should he 
stopped, that the Gonservation Board of that State should 
not be limited to that arbitrary figure cstablished by tho 
I would say that the State should consider all the 


law e 


way around whet are the aquities, what is the engineering, 


whet are the oconomics and then try to make the best adjustment 


possible under those circumstanceSe 
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q MR. CAMPBELL: You are speaking about 19 
barrels of ofl fegardless of the wator? 

4 That is right end sometimes an edge well is pruducing an 
enormous quantity of water, which has a very bad effect on 
the totel pressure. 

ts That is the point I vanted to bring out, other than the wdter, 
the wells are generally produced so long as there is a dollar 
in oxcess of, so long as there is excessive revenue vver 


expenditures? 


A Yese 
THa CHA LRMAN: Mr. Harvie? 
MR. HARVID: No questiunse 
THE CHAIRMAN: Mr. Nolan? 
MR. NOLAN: No que stions. 
Q MR. FRA’ LEY: Dr. Frey, this morning 


Mr. Plotkins was discussing with Mr. Gaby what he called 

the "advantages", the direct advanteges of what we have 

Called under the canopy "chiselling", that there was some 

good effects, some cushioning arising out of the concessions 

fiven to verious classes of purchasers, at the services 

stations; now you did not hear the discussion but I 

wondered what your views were about that. It may be, there 

is an old prine;ple, "No good ever comes out of an evil thing" 
but perheps this is an exception, I mean you have not advanced 
it but what ¢@o you think about that? 

A me use of subversive methods to get business is not at all 
uncommon and thet is one of the difficulties which is inheront 


in any Gode, is that to get noar to the basic principles 


which I have emunciated because there is such a strong 
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temptation to chisel under the canopy. Now that to me 
does not destroy the ethics of the situation. It seems 
to me that there are differéntial sellors who are not 
met on every move of the markets It is only when they 
begin to thrust so strongly that they have to be recognized and 
that a large comyany will adjust all of its priees immediately 
to a loeal situations Thers is a difference in the position 
of Gompanies. I knev a marketing vice-president of a certain 
larz6e company who for s period of years,while he was in office, 
took the attitudie of "sock them on the nose". That is, 
never let any price challenge go unanswercde i ih rine Ot 3) be 
right to sell at any price which is posted by any one else." 
My answer to that is "Yes, but while there is no one trying 
to doprive you of the right to mect any price, what is the 
use of being a fovle If this chellenge is real and is making 
a. dent on your business, go aheed and meet it by all means 
but why be a fool about it and just meet it becausc some one 
else names it." 
We have got to consider 

that it is the total effoct whieh is made and not just meet 
every price which happens to be posted. You will fina in 
the United States a large cless of vhat I would call the 
"Nd44fferontiel marketor". They are always below somebody 
else, no matter what the price may be, and if every company 
followed them right smack on the nose, all there would be 
would be a constent succession of prico wars and there would 
be no possibility of any such thing as the normal market. 

Not} then I do not mean 
to say thet in the United States we do not nave Sub-normal 


markets because even within the last two months f have had 
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as high as four hundred sub-normeal markets reported in 

the Middle ‘lest by one company and that means that some 

of these differcntials have boen met. Now then if it 

takes, if you are going to sell at sub-normal prices 

at 400 sub=normal points, then how many more points do 

you have to have before you get a general cute Well 

that again is a question of the company deciding tho 

total effect of tho competition and while they adopt it 

here, therc, somewhere olse, where some local competition 
makes it absolutely neccassary, they did not meet it with 

&@ general cut until they had to because that not only means 

a cut at the 4C0 points which ere sub-normal but probably 

800 more, so they hold out against that influence, so that 

it coses not follow that it is an impossible Situation t9 

find locsl1 postings that do not agree with the general 
postings, and I think so far as that is coneerned it is 
evidont hore in 4lborta where the allowance situation in 

the southern part of the province indicates that local 
ecmpetition has been mot. Now whether that competition 

has been open and above-board or under the tahle is 
immaterial because the effect was there and is there. 

MR. F RS VLEY: Well the evil thing, the good 
thst comes then is that the Imperial, the price leador, would, 
timc become sufficiently impressed with the effect 

of Mr. Plotkins, just using him as a type, of Mr. Plotkins' 
concessions, that they would deal with it by a general prise 
cut, that is your suggostion is it? 

Yes, I am trying to get away from the ides of using @ company 
for an example but when any company . ith an important position 


in’an area, finds itselt, finds its business threatened at a 
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point, by seeret rebates or lower postings, it must take 
account cf that and if a sufficiently large number of points 
have been affected it must moet it with a general price cut 
br a Ghange in differentials. 


MR. PLOTKINS: Mr. Frawley, probably I can 


&) 


put that question a little differently because I do not think 
you have interpreted my idea quite correctly. IL have in 
mind one company which started out by giving three cents 
Gommission instead of two cents tu their agents; that agent 
in turn was able to use that difference beceuse there was a 
better profit at 3 cents per géllon commission as against 
their competitor's 2 cents per gallon commission to their 
agents, therefore that agent was able to take a little bigger 
interest in the desler business, was able to supply him with 
equipment that the company themselves would not supply, he 
Was able to invest money in sites, turn them over to somebody 
elsc, he was able to mako conditions so much more favorable 
to his dealers without cutting priesas, the posted tank wegon 
price was paid just the same by the dealer, the only advantage 
that the desler had was that he had more squipment at 1s3ss 
cost or he had better services which resulted in less over 
all costs. probably more advertising and so forth, now that 
translates itself not necessarily in unethical practices, 
because there was nothing unethical about the company paying 
hin 3 cents, if they cared to pay him 5 cents, as against 
the other company's 2 cents, was there? 

A TI would not want to be too much of a judge of ethics but 
Mr. Flotkins, ycu know wo agree on one thing, we might as 
w ell indicate it, and that is that any new company going into 


any area against an ostablished company must, by some hook 
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or erook, chisel its way in. 
Q, That is right. Now is thero anything unethied1l about that? 
I say that is the nature of tho business. 

Q That is the nature of the business and that is what I had in 
mind. Now that is expressed, Doctor, that particular 
company chiselling in, as we cell it, chisclling in without 
any Sinister reason? 

A No, I am not eslling it a sin or wicked or putting it anything 
immoral, not at all, I am simply using the chiselling as a 
straight economic bit of selling perhaps. 

Q All right. Now that conpany through its agents, is able to 
get a little more business or at least to get established 
and that fact has to be recognized by the established companies 
and if that business of the compstitor inereases because of 
the agent's better ability, more weapons in the form'of 
groater commission, in the form of the dealer gotting more 
facilities and better facilities at less cost, that has an 
effoct of expressing itself in greater allowances by the 
dominant company in a prico cut to moet it or in some other 


adjustmont some plece? 


A Yes, I have found that to be the caso pretty generally. 
Q And that is what I had in mind when I spoke this morning and 


said thet out of 211 these contracts, that on the face of 
them appeared unethical, they are merely expression of the 
different companies’ conditions in the market asserting 
themselves? 


YoSe 


And cresting competition, is that a fair statement? 


haa & fer 


I do not think we are very far apart, Mr. Plotkins,. I mean 


Iam not making any morel insinuations you understand when I 
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Say it is the practice of all newcomers to, by some device 

or another, create some kind of advantage fevorable to 
themselves and as far as possible to the disadvantage of the 
person who is already in the merket and that, that expressing 
Ltsolf will vary with the individuals and the company who 
happen to be in the territory. 

Yes, and now in connection with the Ccdc which you have so 
ably outlined, if a company, a producing company or a refining 
company rathor, waa to adopt that method of chiselling in to 
the market, the fact thet you have a posted price and the fact 
that you have no subtorfuge, that is everything is open and 
abuve board so far as retailing is concerned, that would still 
not stop that situation and would still create a competitive 
Gondition to mset? 

Oh, yes, I would not want to recommend anything which would 
miko prices rigid or dostroy competition, beceuse to me that 
is the cssence of the benefit to the ultimate consumer in 

the long run. 

That is right? 

But what I would maintain, thet it is still possible to compete 
above board rather than under the board. 

MR. PLOTKINS: Certainly, thank you. 

MR. NOLAN: Mre Shairman, as Dre Frey 

is near the end, may I ask a question, it has nothing to do 
with anything that was brought up today. 

THE CHALRMAN: Certainly. 

Me. NOLAN: The other aay, Dre Frey, I 
am not sure whether you were in the room at the time, 

LeSueur was discussing with Mr. Commissioner Lipsett 


Mr. 


this question of looking at the proper position of the 
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integrated company and some reforence was made to what you 

had seid a dey or two before, De. Frey, when: you were asked 

by Mr. Commissioner Lipsett if the profits all along the 

line should be considerod in connection vith the intograted 

company and I think you said that the proper position is 

tha sum totsal of the operstionsof the ecrporation, or words 

to thst effect? 

Yes. 

-ell yesterday when Mr. LeSueur was on the stand, this took 

Piece, and L will roed to you from the record 10 temay. 

in case you were not here. He is discussing, looking at 

the ‘over-all picture, and ho said gt page 15,171: 
"his is simply for the purpose of determining that 
"there has been no manoeuvering betwoen one department 
"ond another dopertment in the passing of profits or 
"Nin enything improper why, of courso, that is something 
“that mo body could object b. That is the right. 
"But if it is to.go further then 1 think it shoulg Fe 
“questioned, because the productiun department of an 
"integrated company snould be compared with the 
"production department of other companies. Phat is 
"the fair test. Similarly refining vs. refining and 
"marketing vSe marketinge I do not think the over- 
"all picture should interfere with that." 

Oh, I soo, I see that there is a chance for a confusion in 

what I eonsiderca was the context at the time I was talking 

~ith Major Lipsett and in this particular situation, thero 


is a change in the context. 


Yes? 
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As I understood it when I was telking with Major Lipsett, 

I was deeling with the finaneial positions of companies 

and clesrly, if I were considoring the financial position 

of an integrated company I would consider its over-all 
position but if I were trying to compare a marketing company, 
indepondent marketer, let us say, with various integrat 4 
marketers, then I wcald have to confine my attention quite 
largely to that particular operation vithout regard for the 
total financial position of the integrated corporation and 

I think the fact that Mr. Cottle and I worked together on 
that genorsl scheme indicatos that we were arbitrarily making 
a separation between the various parts of the integrated 
company in order to make a ecmparison v.ith similar operations 
of other companies and it was obviorsly impossible for us to 
consider the totel operetions of any one company in dealing 
with that type of situatione Is that --- 

MAJOR LIPSETT: I think vhat I had in mind, 


Mr. Nolan, I do not know as it makes any aifference, you 
hag given i-rgc oxecssive profits as onc ground on 

secount of whieh the Government might either become interested 
or might intervene? 

Yese 

That is that the company was making excessive profits? 

YeSe 

Poe Ves putting it to you if in eonsiderins whether there 
wero or wero not excessive profits, one should look at tuto 

whole pieture of the parent company anc its subsiduaries, 

I think that is putting it fairly? 

Oh, then, I answered you without really understané ing your 


question becouse there, I should say, that you would have to 
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consider both. You mizht have too much profit in the 
entire operation as an integrated company or you might 

have too much profit in any one of the branches but if 

you were concerned with execsssive profits you would consider 
the part individually so far as possible in the total 
opsration. 

I think that was the answer, I am subject to correction by 
Mr. Nolan, but I think that was pretty well the answer you 
gave then, Dr. Frey, in the way I was putting it and then 

I think I put it just this mueh further, at least the 

paront company had only a 70 or 75% interest in one of the 
subsiduearies, did the same principle apply, that is if 

you considered the 70% profit of the subsiduary in taking 

in the whole picture? 

Or if you were making, if you were looking at the entire 
corporation, then you should only look at the fractional 
part of the subsiduary. 

And IL was rather putting it tc you that if that did become 
important, that one should consider the 70% as in the company? 
Yes, if one wore making a total, an examine tion of the total 
operation, one would also have to make an analysis of the 
affiliate operationse 

THS CHAIRMAN: Now I would like to be clear 
on that. If in its component parts a company does not take 
any more than any other company that has not made any too 
much money in any trench of its Industry, then no matter how 
great the totel sua of money is, surely it eannot be looked 
at to determine whether or not there are excessive profits; 


take an integrated company that is ,rodauecing ane it is 
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producing un a basis that is fair, having regard to every 
other producer, and it refines and its refining operation 
ls comparable with and right with Hapawd tu all others whu 
refine and the same applies to its marketing, then no matter 
hew big the chunk of money is while it maké6és in all its 
operations, surely it must be said that that is undue profit? 
A Well not for the entire corporation but I do foel that the 
explanation that was made by Mr. LeSueur is one which I 
likewise would want to recognize and that is that if tho 


excessive profit in one part were being plowed back. 
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Ee Has ESN. 
That is where----- 
There is manoeuvering. 
Some sort of collusion between the parties? 
ress 
If you eliminate that then the prover comparison, as I under- 
stand it is as between marketing branch and marketing 
company or companies? 
im order to get at some idea of the relative efficiency and 
the relative profits it is necessary to arbitrarily examine 
the marketing branch with the marketing company and the 
producing branch with the producing company and so on. 
Otherwise, you would be penalizing the large turnover, wouldn't 
you? 
Yes. 
And the large turnover makes for reduced cost? 
Tes. 
And in the end destroy that which you want to accomplish? 
Yes. 
MR. NODAN: In the. same wey if these 224 
profit in the producing end of your integrated business you 
would not be in favour of cutting down on the profit of the 
marketing department to take care of the profit that if in 
your producing department. They should be judged on their 
own bases? 
That is right. { think, for instance, suppose that there 
were a company - I do not happen to know of one - but just 
suppose there were a company with an unusual fortunate 
g position and let us say that by some device it 


producin 


was producing crude at 40 cents a barrel while the market 


is “1.10. now I would consider it very unfortunate if that 
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company who has that peculiar, that most unusual competitive 
advantage, should engage in a punitive campaign in marketing. 
{ think that the general principle should be as far as 
practicable for all kegs to stand on their own bottoms. 

MR. FRALEY : Don't we suspect, unfortunately 

we do not Know all about it, but don't we suspect some thing 
of that sort might be going on in connection with the Texas 
Corporation. They are carrying on their peculiar campaign 

in this Province as far as marketing, I mean spending money 
regarcless of balance sheet appearances. They mst be doing 


that out of some profitable department other than marketing 


if UCAS) Provinces . It may not be exactly the same thing 


but is there not just a suspicion they are making enough money 


out of their +ontana crude that they can come into this 
Province and engage in tnis very expensive campaign, which 
certainly must be having and is having its effect on the other 
marketers, the Imperial and the British American? 

I do not really know their motives. In fact, in view of the 
fact that they have a losing operation they must be sustained 
from some other place. ut whether that is balanced by 
throughput, production, transportation or what-not, and to 


what extent, I do not know. However, something must be 


Sustaining that loss. 


THE CHAIRMAN: any other questions? 
MR. PLCITK INS: Following that principle through----- 
THe CHATRMAN: . Let us not follow it too far. 


We herve two more witnesses to-night. 

MR. PLOTKIN: ‘f we open up a new service station 

VSL « 1 : \ Li @ . 

we are quite prepared to fase a year or two years of unprofitable 


business but is it not fair and le gitimate that we should 
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draw on our capital to sustain that service station to the 
peint where it pays? 

Under the circumstances I do not think you have any choice, 
Mr. PLlotkins. 

Mite at WA , " : 

Tris Oia TRMAN: Any other questions . Well,Dr. 
Frey, i think the time hag come when we will part, and I 

just want to make one -r two observations. I do not know 
whether the Government of this Province has, as yet, or not, 
vat if not-2t doubtless will, either directly or ‘through 

the medium of our Canadian representative in “ashington, 
communicate with your Government their appreciation of their 
allowing you to attend before this Commission. We, as a 
Commission, however, want to give expression to our deep 
sense of appreciation at your cominz here and our great sense 
of gratitude for the wonderful service that we feel yau have 
given in coming here. With your long years of experience 
and your great fund of knowledze you have been able to 

speak to us with a measure of authority that very few people 
would be able to do. We do not say that we shall follow 
everything because it is human nature not to follow too closely 
to the teacher. But nonetheless it would be indeed strange 

if we did not express to you both our appreciation of the 
great knowledge that you have displayed and also our apprecia- 
tion of your graciousness in personally agreeing to come here 
and assist us at the request of our Counsel. and in parting 
from you we want to say that should we ever find ourselves 

in such a position again - which we never likely will = we 
not hope for any more helpful assistent than we have hada 

from you. We now hope that you will have a very happy journey 
and that you do not heve such a troublesome time ag you must 


nave had before us for quite some time to come. 
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Dr.J. W. Frey. 


DR. FREY: Well, Mr Chairman, I want to 

thank you very much for your expression of appreciation. 

ft has been rather difficult to work out the picture on 
this thing along with my uther duties at home. But 2 have 
been very much interested and I feel I owe a duty to my 
Government to do my part. I think that we in the community 
of nations havo duties, duties to cach other. 

MR. FRAWLEY: I want to say, Mr. Chairman, 
because [I have sail it elsewhere, ee I am very glad to say 
that here, that the Government of the rovince appreciates 
very much Dr. Frey's coming here of his own free will. 

I found Dr. Frey to be excecdingly gracious and interested 

at once in our problem and he did put all objections aside 
end I am sure at his own. personal inconvenience did he come 
here. Te owe some thanks too to the Dominion Government 

for so readily acceding to our request, vecause without the 
intervention of the Dominion Government we could not have had 
Dr. .Wrey here. I will be very happy to convey to the 
Alberta Government your remarks that it should, as it doubtless 
willk of its own motion, formally convey our thanks to Dr. 
Frey and his Government. /X 

THE CHAIRMAN: vow, ir. Halverson and Mr. Miller. 


Mr. Miller, is it your desire to get away to-night too? 


tx st iT . 
MR. MILLER: If possible, yes, Mr. Chairman. 
THE CHAIRMAN: Well, we will take a short 


adjournment now and we will endeavour to mest both your 
wishes, unless in the meanvime Coungel after talking it over 


tell us it is impossible tO. 20, 26, We will adjourn tor 


ten minutes. 


\ 
(Nt this stage there was a short recess.) 
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Ae ic ° Halverson. 


ALFRED ELMER HALVERSON, recalled: 
MR. NOLsN: ir. Chairman, Mr. Frawley is going 


to permit me to ask Mr. Halverson one question on one point 


befCre he begins, [Vp Halverson, there has been a discussion 
arising, out. of hic question put by the Chairman that amounts 
to this, should there or should there not be two prices for 
the farmer, depending upon whether ho comes in and takes 
delivery at the distribution plant or whether delivery is 
made to him. Now, without going into a long diseussion of 
this matter, would you be good enough from your experience 
to state as concisely as you can what are your views on that 
subject, whicn I think the Comnission will welcome? 
Froia time to time we try to experiment with various things 
and fortunately we tried that in Saskatchewan three or four 
years ago. Ye arranged a price ex warehouse to the farmer 
of 1 cent less than the delivery price and this is how.it 
worked out in practice. Those fermers who lived within 
4 or 5 miles of the plant were more inclined to ‘ca@il for 
their products and during the off season when the farmers 
were not busy they would call at the plant for their products 
from a greater distance. But during the busy season of 
threshing and sowing, when the farmer was busy, he wanted a 
delivery service. Me farmers who lived more than 5 miles 
way wanted a delivery service. So the nett result was that 
our agents became a convenience where they were called upon 
to make delivery service to the farmers living 8 or 10 or 15 
miles away from the agency and were deprived of the revenue 
of their sales to farmers living closer. and they were also 
deprived of that @ cents comnission during the off season. 


So thet our agents came to us and said they would discontinue 
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delivering to farmers entirely because it did not pay them 
unless we would pay them a 2 cent commission on all farmer 
deliveries at all secsons of the year. So we were faced 
with the situation then of abandoning deliveries to farmers, 
in which case our agents would have given up their trucks 
and in which case we would not have had trueks to deliver 
to our dealer trade; and furthermore, our agents very 
definitely told us, a great number of them, that if the 
remuneration that they got from delivering to farmers were 
taxen away from them they would want a higher average 
commission for delivering to dealers. 50 in practice it 
did not work out. ft would have meant, if we had not 
reversed our yvosition, that the farmers would have been 
deprived of the delivery service @nd we in turn would have 
had to pay the agents a higher commissicn rate per gallon 
for delivery to dealers cr to farmers at the company 
warehouse. 

and that is what you wanted to say on that? 

That has been our experience and we tested it out for an 
entire year. 


MR. FRAWLEY: You have not the slightest 


objection in the world to giving a farmer a cash and carry 


price if it would work out but you just do not think it 


would work out? 

That is right. 

I must confess I was struck with what Wr. Miller said about 
it.. He is setting very close to it. For a warehouse door 
gale he pays 1 cent commission and for a delivery on the 
farm sale he pays 25 cents commission. If that is so that 
company with a fairly wide distribution has gone a long way 


along. the line of the eash and carry principle. But they 
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do not look at the other side of the picture and give the 
farmer the benefit. They say to’ the agent ‘You have not 
done anything at all but make delivery at the door and you 
will g5t 1 cent commission for that." There ig a lot of 
acnse in that. But why should not there be an extension of 
that to give the farmer the benefit of it for coming in? 

He does all the service? 

a ¥ do not wish to discuss the policy of our competitors. I 
wish to refrain from that. But I think any competitor 
doing business on a big seale in this Provinces, that 
thinks it can discontinue delivering to farmers and hold 
1tS pesition is mistaken. They, perhaps, feel that if we 
all did it that it would lend itself to their system of 


distribution but, of course, we have got to Took ay ia inom 


Meee Our. standpoint. 


2 Vr. Halverson, it may be politically unwise that anybody 
should try in this agricultural Province to take anything 
away from the farmer that he has got. But that is not the 
point. T would like to diseuss it and this Comiission wants 
it discussed and intends to make its recommendations apart 
from any political consideration. In other lines of endeavor 
there is sone effort made, is there not, to give a man some 

remuneration woen he performs nearly all of the service himself. 
Now, why cannot that apply in this oil industry? 

A I just explained a few minutes age----- 

Q That it did not work out in Saskatchewan? 

A As far as the question of delivering to farmers in Alberta is 


concerned, I went into that extensively in June when I gave 
b) 


evidence and dealt with it particularly in Exhibit 
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that evidence. 

I did not bring the question up. Now, Mr. Halverson, I have 
had a note for a long time arising out of something Mr. Cottle 
tells me that you were to make a statement to the Commission 
on, either by way of memorandum which we could file or now 
that you are here you might prefer to do it yYOoursolt, vo 
explain to the Commission the basis of the reduction made 

on the 24th of July last, dealing particularly with why you 
Gid not pass On in the posted tank waggon price the full 
benefit of the economies which motivated that reduction? 


In facet, we passed on more than the economies. When we were 


here in June there were a great number of allowances throughout 


the Province of alberta and it was thought that the time had 
arrived when a general price reduction on Acto gasoline was 
necessary. ‘We made that price reduction on euly 24th and 

at the same time we narrowed those allowances accordingly, 
correspondingly. So that at that time we eliminated all 
allowances in the Province of Alberta with the exception of 
those along the Montana fringe. The only other allowances 
being in the Calgary area to an amount of approximately only 
$1,000.00 per year. When we were here in June it was also 
stated that our price structure of Calgary plus tank ear 
freight was not entirely correct vecause after the product 
reached destination we had inter-station transfers, inter- 
station cartage, and, therefore, the City of Calgary was to 
gome extent carrying the balance of the Province. We gave 
that consideration and thought there was a great deal of 
merit in ee so that we established our price reduction cn 
“uly 24th and we established a new basis of Calgary plugs 


tank car freight plus 2/10 cents a gallon to take care 
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of most of these inter-station transfers, which is part of 
the transportation cost. Now, the reduction we made in the 
posted tank waggon prices on July 24th amounted to 

one hundred and twelve thousand dollars odd. We reduced the 
allowances at that time by forty-three thousand dollars odc¢. 
So the nett reduction in selling prices was 368,000.00. 

Now, as far as the reduction in transportation was coneerned 
our actual reduction in transportation costs on »roducts 

for which we had bulk storage at destination was $46,000.00 
and we also saved a lot of charges at the Calgary refinery 
where we hed a large staff loading trucks, estimated at 
$17,000.00. $0 our reduction in transportation, aetual 
transportation expense was +54,000.00. That is on products 
for which we had bulk storage at destination. But by going 
on a rail basis it became necessary to increase our inter- 


station transfers. 
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Because if we move the product we will say to Camrose 
under the agreed rate, we had te truck from Ganrose to 
soe adjacent town. if we didn't have tankege for the 
products at that point where as previously we trucked it 
right from Calgary, so we increased our inter-ctation 
transfer costs on produets for which we did not have 
bulk at destination by £41,000, so our net transpor- 


tation or our net decrease in transportation costs was 
only wle,o50. 

It might be very pertinently 
asked, that that is a very small reduction in transpor= 
tation costs but we were moraliy and legally obligated to 
the railways to move our products by railway, being lo- 
cated on railway property, previding the railways gave us 
a rate comparable with trucking, which they did, there- 
fore we reGuced our realization at that tine by 68,000; 
our net savings in transpoxvation was .2,0U0 odd dollars, 
so Our reduction at that time in realization, after ad-= 
justments for treight,was %56,170.17, so we not only 
passed on our actual savings on transportation but we 
passed on an additional 56,000. 

Now what 2 am talking about, Mr. Halverson, is a point 

Like Lamontorn, and I just want your explanation of it, 
doubtless it is 2 perfectly good one, the tank waggon price 
at iddmaontcn had always been valgary pius tank car freight 
to HKdmonton? 

That is right. 

On the 24th of July last you changed your posted tank 
waggon prices generally because, generelly speaking be-~ 


cause of your agreed rates with the railway companies? 
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a 
A That was part of the reason. 


Q Well that, if it had not been for that there would not 
have been any reduction? 
A Yes, I think we would have had to take action on account 


of the wide extent of the allowance prevailing at that 


time. 
e) That was in Southern Alberta though? 
A No, that was as far North as Red Deer and would have ex- 


tended further North if we had not reduced the posted 
tank waggon prices. 

() But ndsonton had never had the allowance, it was not an 
allowance point at all? 

A That is right. 


Then take, and your competitors’ discount were, as I 


5D) 


understand, always confined to third grade gasoline and 
distillate perhaps, it was never "Q" or #thyl? 

A That is right. 

Q, Now then take ndmonton, certainly our calculations at the 
time that your new List went in, demonstrated that tne 
Calgary, the reduced Edmonton price was not as much as 
the reduction in the rail rate by 2/10ths or 3/l0ths of a 
cent, which was it, by 8/l0ths of a cent? | 

A That is right. 

Q And you say that you adopted the new system because of 

this inter-stution transfer business, and now to deter- 

mine wdmonton, you take Calgary plus tank car price plus 

Prete of a bent? 

That was the preliminary step and now we have reduced that 

so the udmonton price is down too,but first of all, on 


July 24th we wanted to make that little adjustment in our 


SiO 


| 2). eis ssiebeniags 
sage : 


f : . . aT 4 oy] tian eS 
rh rare ae at or a 
te tee at #0 q ot oS 8h wut ee otis PERG ty, 
i to ett met 
i” GOW ta 


| uy. Oe tL Bout elvgeagel oe pale SHR 


Byes. ay i \ . f poe a ed 
ve > Sirt 

dearth OLFe rot uk i we a 

~ lesdinea ° 


fe Ke 


C6 
+) 


A 


Halverson 
+ Loe to 


price structure. 
I mean to say, and I want to be clear we had the re- 
duction the other day, and we had an explanation of that, 
but dealing with the 24th of July reduction, that was, 
Edmonton was arrivec at by taking UGalgary plus tenk car 
freight plus 2/10ths of a cent? 
I mignt add that on July 24th we reduced the price of 

3 - sKan. 
tiied-—structure gasoline in varying degrees at 126 agencies 
throughout Alberta. 
I know, £ understood you had reduced them at all agencies, 
but I was suggesting to you and until we got this explan- 
ation which we got some time ago verbally, we could not 
make it »ut at all but it is apparent now that you have 
added 2/10ths of a cent to the tank car freight, that 
2/10ths of a cent being an amount to recoup you for the 
necessity of making inter-city transfers at various sided 
in the Province? 
That is right. 
In other words you may not have any transfer of that kind 
in the Edmonton area but over all you have and you make 
the tank waggon over-all bear that? 
I believe the figures I tabled in June showed that the 
average inter+station commission was -c4 per gallon. 
Now jir.e Halverson, the question was brought up some time 
ago 1 think by one of the Commissioners, perhaps by the 
Chairman, whether there were or were not any written 


contracts existing between your company and jobbers? 


No, there are not any-e 


And the answer is, there are no contracts of any kind 
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existing between your company and its jobbers? 

A That is right. 

a Now I have only one other thing, ur. Halverson, and do 
you care, I think this is something I should not put to 
you so much as a question, us tc give you an opportunity 
Of answering the question----- 

4 I might add that there is an exchange of letters and as 
implied in June price quotations are subject to change 
without notice. 

Q i think we have exhivited here the letter or whatever you 
want to call it, a quotation, which is I presume an exact 
copy of what you send to all your jobbers? 

A In other words there is nothing tnat I can add to that I 
gave in June, plus the letter which I wrote hire Cottle 
at your request. 

iQ I have not that letter, and we simply agreea that you 
would simply make the statenent that there was no contract 
of any kind existing between yourself and your jobbers? 

A I just made that statement a few minutes ago. 

Q Now last night I was calling ir. Gaby's attention to the 
fact that between the 27th of February 1935 and the 6th cf 
June 1935, third structure gascline at Calgary dropped 5 
cents, whereas at the same time and for « long time, 
naniely from the 18th of December 19506 to the ena of 
February 1936, regular or third grade gasoline remained 
at 224 cents; you were present when I was examining ur. 
Gaby about that and do you care to uweke «ny statement 
about it, in view of the fact, after all it is fair to 


put it tc you, because you are the man who did the post- 


ing? 
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wey I answer that in my own wy please. . . 
Yes, it will teke only e« minute, in your own wav? 

first of all there is a great deal of coufusior 14 the 
last tw or three years that there has been no cormpet= 
ition in "Q" brand, so we have prepared a statement for 
the Commission which we heve given to lir. Frawley which 
indicates that since February ord 1946 the price of bind 
strueture gasoline and ithyl has been reduced\in price 

7 cents per gullcn; whereas the cost of raw material, 
during the similaur period hes only been reduced OTe , 

per gzllion. fh 

I might also add that dur- 

ing the similar period the price of third grade gasoline 
hes only been reduced 3g cents per gallon, so the dif-~ 
ferential today betweer "Oo" and third is a lot less than 
it was on February Srd 1936. Those figures if taken at 
trace value, would indicate that there is more compet- 
ition in “Q" brand since February dérd 1946 than there 

has been in third grade but that gets us back to 1934; 

at that time there was a surplus of Turner Valley naphthe, 
separator naphthu. ie have heard a great deal about the 
Cag and Oil Products putting a product on the mirket et 
that time; we however were in a similar position, we also 
hed a surplus. We could not put ell that surplus into our 
regular product without giving it too much volatility: and 
so we had to dispose of it the best way we knew how, so we 
sola it to the farmers ut the best price we could obtain. 
The same ap lr. ijaylend did, and for that reason at that 


time the differentisl was very wide. It was 6% cents be- 
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low 3-Star but keep in mind that the third grade quality 
at that time was very inferior to thet which the farmer 
is getting today. 

liow the point has been 
raised if at that time this inferior product of which 
there was a surplus which had to be gotten rid of, because 
the price of that was dropping, why would not the price of 
man brand drop; for the simple reison thet in that par- 
ticulur year and the succeeding year we lost money in our 
Operations in Alberta and it was our feeling that just be- 
cause we had to dispose of a surplus product at « low 
price, keeping in mind these facts, we were already losing 
money, thet did not constitute any reason why we should 
reduce the price on S-Star gasoline. 
You were losing money in Alberta; now that might take two 
or three days to discuss? 
THis CHATRMAN: iro Frawley, now, now. 
MRe FRAWLAY: | wae “as you mean exactly 
when you say you were losing money in Alberta, what year 
was thet? 
1964 and 1935. 
Marketing, refining, production or what? 
iwarketing and manufacturing combined. Cur iio. 9 statement, 
the same exact busis us we pubmitted it for the year 
1908. 
Well you will pardon me for simply saying personally, until 
these MNo.9's have been examined, speuking for myself, have 
been examined by ure Cottle, I have, you will pardon me for 
wholly in accord with you in what you say. 
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Now ux. Halverson, the point I au making in connection with 
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the drop in third structure as compared with any drop in 
"Q" is simply this, you ha@ no competition in "Q" and I 

em speaking of conpetitors, you had no competitors in 

"Q" who had at any time broke the market like lirs ilaylend 
eid in third, that if true is it nopy 

A that is more or less correct. 

Q Now that is all I mean, if there is any point in it, that 
is what I mean, you had nobody with any desire, whether it 
be because of the peculiar kind of product or for any 
other reason---~+- 

A And of course the reason was+--- 


vou hed sobody here in this Provinge ready and willing 


© 


and so minded to drop the price of "Q"? 
A And the reason was that. I uncerstand, that the profit 
position of the other companies in those years was the 
same as ours and if they had reduced the price of *q" 
from, say one or two cents a gallon, they recognized we 
would have immediately met it and they did not feel 
themselves in & position to do that. 
ilight it not be said that there were only two people 
manufacturing it in the Province and those companies 
were nf the same, of the same frame of mind, in the oil, 
with the same point of view in the oil industry as you 
had yourselves, and I an not saying at the mone rt there 


is anything wrong with that point of view, but is that 


not so? 
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wa. &. Halverson. . 
| & I cannot say that, what their point of view was, but they 


did not feel warranted under the profit conditions existing 


to make a posted cut in the mrket at that time in "Q" 


> brand. 
Q You really cannot say anything about their pro’it position? 
| A i have read the evidence given by them and for that reason 


I happen to be in the position of having some idea. 


| 2 Where did they give evidence? 
| A They gave evidence here of their earnings for the past He 
| years. 
Q Bue t am talking about the period from the L&th of Degenmber, 
i720, to the end of Nebruary,.3936. That if the period & 


am talking about. You really cannot say that all people 

Ssciitine "OQ" casoline were losing money Guring all thet perice 
m We Cannot segregate the ¢arhings in, one; two.of three mouths. 
@ You are. speaking for yourselves, but I am putting it ta you 


you could not reasonably say that, with any assurance at all, 


that all of the people that were selling "Q" in thoge 


years were losing money? 


A vo, bUt IT do say thet the competitor to whith you Teleiee-- 
2 The sritish American‘ 
A Who, I presume, have annual statements the same as we do, 


did not have avery enviable earning record during that perio” 


That is from their own evidence before the Royal Commission. 


Q You say then you looked around and you were guided by the 
B. A. balance sheets and you said to yourselves----- 

A No » 
TE CHAIRMAN: 1 , he did not say that. You may 


+) 


ask him if he wishes to say that but he has not yet said it. 


5 aS tox 2 : } W 1 
Q MR. FRAWAEY: Now, what did you know then on 
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A. HE. Halverson. 


the position of the, the profit position of the B. A. at that 
time’? 

“ot a thing. 

Then how can you say it was because of their unfavourable 


profit position that they did not reduce the price of "Q"? 


I am saying in the light of the evidence that has been given 
Since then in this Royal Commission that probably that was 


moe reason they did not d6 1%. Because I did not know at 


| the time why they did or did not do it. 
; Q At that time you did not know why they did or did not do it? 
| A No, I did not know at any time. 
a) It was not with any assurance that the British American was 
losing money that enabled you to keep it up where it was? 
A 0. We were actuated by our own profit position at the time. 
And you say your own profit position did not warrant you in 
reducing it? 
A nO, most definitely not. 
Q Of course, that was at a time when you were expanding 
considerably, when you were putting in a lot of this bulk 


plant system and service station system? 


A Not at that time, Sir. We stopped that in 1930 or 1991. 


Q The service stations? 
A In fact, we were retrenching a bit during 1934. 
Q On service stations too? 


A Yes, all along the line. 


ae 


Q Well, I wonder where it leaves us then, lir. Halverson, as to 
what looks like a rather frozen position in these two or three 
years in the prices of this gasoline which you and the 
British American only made and marketed, remaining at the one 


price and the other gasoline dropped 5 cents and sta;ed there 
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is 26) Helverson. 


too. It never has gone back? 

Tne differcntial at that time on 3rd grade was 6% cents below 
6 Star. It is now % cents below 3 Star and Sra gerade is a 
Sunerior nroduct. 

M2. COMMISSIONER LIPSETT: In what year was it 63 cents? 

It was 63 cents at that time. 6% cents below 3 Star. 

at what time? 

The figures I have here are February 3rd, 1936, and I do not 
have 1934. =r. trawley probably has it. 

irs .alverson, I just have one question and, perhaps, 1 
really should put it to tir. Gaby, but vou might be able to 
tell me? 

I will try. 

He told us yesterd:y afternoon that the cost of the recent 
reduction in price was -.300,000.00, as I took it, to the 
industry in general, I think of which he said $60,000.00 


would be apyplicable to Alberta. 


i 2 CODTLE: He said 60%. 
MR. SaRVIE: 60%. 


Mr. Commissioner, 1? have not figured out or attempted to 
figure out the amount of the reduction for the industry, but 
* Go know that the reduction in our realizations in the 
Province of alberta, based on 1938 sales, was $85,600.00. 
So.theataf you sdd thet to: the Poduepion, he meyu roqga. soo 
after adjustment for transvortation being made in July, 


Since we were here in June, and submitted the figures in June, 
based on 1938 sales, we have reduced our realization in this 
Provinee by <3141,090.00. 

#141,000.007% 


I nerely mention those figures because they may be pertinent 
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A. Ik. Halverson. 


when you are giving consideration to the return on the 
investment. 

That is to sav the two reductiong amounted to ‘$141,000.00, 
of which the last one was 385,600.00? 

985,600.00, that is on the 1938 sales. 

ees COPrik: How much would that reduce your 
cernings by, Mr. Halverson? 

ewhave not figured that: owt, 


It would be 78% of (141,000.00, would it not? 


I do know that in June,I thins the statement we tabled that 


Mr. -eGrath sent you, that our rarketing department buying 


at jobbers' prices in effect in July would make (389,000.00 
a year. 
7] a Year 


A Based on the 1938 sales. Thorefore thet -¢389,000 would 


be reduced by %141,900.00. 


Q and income tax would be saved to the extent of 22% of the 
OLA1 ,000%007 
A Chet 16 correct. 
0 MR. COMMISSIONER LIZSETT: Just to complete it, Mr. Gaby’s 
| figure was that the reduction to the whole industry? 
MR. ..aARVIEs For the entire ‘est, that part 
of the industry operating out of the Calgary area, including 
) Saskatchewan and that vart of B. ©. supolied, would be about 
$300,000.00. Of which 60% would be apolicable to Alberta. 
Me. COTTE: Or $180,000.00. He was speaking 
only of the reduction last week? | 
7 MP COMMISSIONER TIPSETT: Yes, I got that ail right. 
i Q MR. CAM BELL: ould that be calculated on the 


volume being the same, Mr. Gaby? 
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A. HE. Halverson. 


MRe GABY: Approximately, yes. 
MR. HALVERSON: I did not give you the amount of 
our reduction in Saskatchewan and uhless you want it----- 
MR. COMMISSIONGR LIPSETT: This $141,000.00 ig the reduction 
in Alberta? 

mie Province of Alberta, yes. 
Unless you would like to vive Saskatchewan? 
We made exactly the same reductians in Saskatchewan as we did 
in Alberta, and I have the figures somewhere. Yes, the amount 
of our reduction in Saskatchewan was ‘355,000.00. 

THE CHATRMAN: Any other questions? 

Bae PLOTKIN s There was that matter I want to 
elucidate about, the present position of the jobber, with 

Mr. Halverson. At the present time your company sells 

"2 Prend to its. jobbers at 10 cents? 

That is right. 

And before the recent reduction in tank waggon it equéelly 
sold at the same price, namely 10 cent:? 

That is correct. 

Then the result is that the jobber has one-half cent less 
to-day than he had before that he has got to work with? 

That is richt. 

vet us examine 3rd grade. At the present time the jobber 
pays 9.2 cents for drd grade? 

Yes. 

and the tank waggon in Calgary is 13 cents, is it? 

MR. FRAWLEY: Less a half. 

13 cents is the posted tank waggon. 


MR. PLOTKINS: So he hag a differential between 


9.2 and 13 cents? 
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Ae We Halverson. 


iene snient. 

and in the country the differential is tke same with the 
exception of the freight? 

yes. 

Now, that is only recently that that method of marketing from 
the refinery has been adopted? 

tT would not go that far.Vuring past years from time to time 
we have sold some of our jobbing trade F. 0. B. refinery 

and some at a price below destination. 

Yes, but on the average your main steady jobbers were paying 
on the basis of so much below the tank waggon? 

At cCestination, that is right. 

So that any brunt was borne mainly by the refiner and any 
brunt in the lowering of prices----- 

Not necessarily, Mr. Plotkins, because we were free to adjust 
those differentials any time we liked. We had complete 
freedom of action and just because we reduced our tank waggon 
orice, even with the jobber being sold at so much below 

orice at destination, did not mean we had to continue that 
differential. 

No, but it did result in a market differential being 
approximately constant? 

Well, it changed from time to time. 

MR. COTTLE: Wau the diffverentialsnot below 


the posted price too, not below the nett price after 


deducting discount? 

It wag bclow the posted tank waggon price at destination. 

So that the allowances on Srd grade were borre by the jobber? 
That is correct. 

Syen with the old nethod? 


That is right. 
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A. H. Halverson. 


bas EBOTKING: So that to-day the mothod of 
selling at the refinery has a definite tendency to cur tailing 
the erection of bulk plants and service stations. in other 
words, margins are coming down to the market? 

Pee ee, that is right, 
THE CHAIRMAN: Any Other questions? Wert) wea 
Halverson, it seems as though we are going to part again. 
I took occasion to express our appreciation. to you for 
coming here when you were here before. I want to renew our 
expression of gratitude to you, not only for your attendance 
here but for the very ‘éxcellent presentations whien) vou have 
made before us, and too, for what I surmise was your influence 
in having other officers of your company attend here. 
I want you to know that, as I said to Mr. LeSueur, we are 
Very grateful to everybody in your compony. for the (renxiess 


and for the assistance which vou have in every way given to us. 


MR. HAtVERSON: Thank you very much. 
TH OHAIRMAN: Now, how long do you think, Ir. 


Harvie - I am not proposing to weaken on our desire to meet 


> 


Mr. Miller's wishes to get away to-night , but I just want 


to know if we will. take a short adjournment or what. 


° 


MR. HARV: "ith your permission, We wis 


weaken, Mr. Miller does not wish to go into the box unless 


it is the Commission's wish that he should. We have no 


further evidence. 


MR. FRAWLEY: T have nothing particularly to ask 


Mp. Miller. 2 am quite content that he should not take the 


stand again. 


THs CHATRMAN: Have you got it quite clear from 
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Ae be Halverson. 


Mr. Miller his position on what you hawe recently described 


as the cash and carry? 


es 


AR. FRAWLEY: On, yess 

THE CHAIRMAN: There is apparently e divergence 
of opinion there. If it is quite clecr- from the evidance Mn. 
Miller has already given I have no desire to have him repeat 
Peo oy Le VOU ere, ah any doubt of that now is the time 
you have Mr. Miller. You won't have nim later. | 

UR, PRAYLEYS I think I should ask. Mr. Miagier 


just a few questions. Do you mind? 


(Page 15,408 follows.) 
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Hée -Millex 


ALFRED HiRBLRT MILLUR, 
having been reecallod, examined by Mr. Frawley, seid: 
It ts really that you made that statement the other day 
as to the difference in your commission rate, sq much 
for the warchouse door sele and so much for the delivery 
on thn farm sale, you did sey something about that that 
pertained to your marketing structure, to your new 
distribution system and that is where I had a slight 
doubt, now will you just elaborate on that, whether 
it is still going on today or whether that is something 
you did under your old plan? | | 
“ell maybe, Mr. Frewloy, just to crystallize the thing 
Pereyou, that is the lLerge "picture, I Vhink Tt sendin 
our evidence that I went back 20 years and I related 
the time when we sold all our refinery products at the 
warehouse, f.oi1bse the warehouse and on which we paid 
our egents one cent commissicu. The dray man in those 
days used to make delivery to the dealer and the dealer paid 
for the delivery. Subsequently as rosds improved doliveries 
were made by the agent and they made a charge to the farmer, 
according to mileage for that delivery and that brought 
about further compotition to the extent that where there 
might be three or four agents in one twon, one agent might 
decide that he would make delivery 20 miles for 1 cent and 
the other agent might decide that he would only make delivery 
3,0 miles for l cent, and that brought about a eonipetitive 
system whereby free deliveries were instituted and from that 
time we have made froe deliveriese 

Now as I said in my 


evidence, that you esnnot have both; in other words, you 
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sither have to have free delivery or no delivery, because 

the same condition provails with that as it does with prices, 
chiselling enters into that picture and conseguently to 

meet that competition, why it gets down te free deliveries. 

Now we always paid our 
agents 1 cent per gallon commission and 1 cent or 1¢ cents 
rather on the old system, delivery charge to the farmer, 
regardless of distance or to the dealer at the adjacent town. 

Under our new system we 
make delivery to our dealers in the town where the branch 
is located, that is the company makes delivory there, not 
the agent, the salaried operators. We also make delivery 
to our agent's, retail facilities, and his wholesalo facilities; 
we also make delivery from thst branch to our other dealers 
in the entire area where the distributor might be; in 
other words that distributor today is only interested in 
his wholesale facility and his own retail facilitye He is 
not interested in the other deslers in that town. We tna ke 
those deliveries direct ourselves. 

Now should that distributor 
make deliveries to the country we pay him, as I said, 1 cent 
cartage allowance to make that delivery and 1 cent commission 
as he always had in the past; in other words it is one 
eent commission and 1 cent delivery to-day as against 1 cent 
and 14 cents delivery proviously. 

The farmer then who comes in to your doaler distributor and 


takos delivery at the warehouse door, what does the agent 
get on that transection? 


L eent. 
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And what does the farmer ed 

He pays the posted tenk wagon price at the warehouse. 

Phen another farmer, his neighbor, gets delivery on the 
farm? 

Quite correct. 

That farmer pays the same price, the farmers pay the same 
price in each case? 

That is right. 

But the agent in a case where the delivery is made on the farm, 
the agent gets 2 cants commission? 

That is right. 

MR. HA&RVIB: pa CO 

MR. FRALEY: 1 and 1? 

As I said, Mr. Frawloy, I took you rather around a long way 
there in a short time but we studied this situation up here 
for 20 years and personally, directly and indirectly, I 
have had something to do with the marketing up here over that 
period and notwithstanding the experiences which we have had 
and our men have had, we felt naturally that we could alwrys 
bo better adviscd by securing other information and if you 
remember in our exhibit, I think it is in that blue book, 

we gave you the guestionnaire there, @ copy of the questionnaire 
rather, and the roplies,, from our 200 agents in this province 
and there is nothing additional I can add to what they say 
there as to the condi tions of delivery todaye As i have seid 
tte Ls aneecnomieal from our standpoint or from tho agent's 


standpoint. If you would like to include that Exhibit number -- 


What is uneconomical? 


To make delivery to the public. 


The reason I have teen saying that, you people are very close 
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to this cash and carry; the number is what Mr. Miller? 

444, : 

The reason that I say that you people are rather close to 

it is that in the case where the farmer takes delivery at 
your Warehouse door, at the dealer-Cistributor's warehouse 
door, you pay 1 cent and ins manner of speaking you keep 

lL cent, you put 1 cent in your pocket, you are ahead 1 

cent on that deal yourselves? 

weet is right. We need that in our operations. 

You need it in your business? 

I think our returns that we have received over the 10 years 
that we have presented here indicates that we need that. 
You do not need it very much lately, but you are just paying 
yourselvos these old losses; yes, L understand that 
philosophy, but Mr. Miller, is it just very wrong to suggest 
tha t that cent that you put in your pocket, you might give 

to the farmer; you do not care, you are not giving it to 
the dealer, you aro willing to give it to the dealer if he 
takes his truck and runs out there; now this John Jones, 

the farmer, docs the same operation and why should you not 
give it to him, and that is why I say you are not a haip's 


breadth off from the cash and carry plan now? 


Well I think, Mr. Frawley, that it has been clearly indicated 


which we made in this business has always 

been passod on to the consumer. 

That is all right but here is ono which has not? 

Of course we have not, as I say, you do not have really to 

pass that actual delivery charge on to the consumer; there 


are many other things that go to the consumer, possibly in an 
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indirect manner, that will make up that difference. 

Yuu may get around to it later because you belisve in 

the long swing, becausc you passed on the July reduction 
only the other day I understand; it ts a.good thing if 

you can get away with it; now there is nothing else that 

I Wish to ask you about, yes, there is one thing, Mr. Miller, 
and [ need =snot keep you in Galgary for that, but Mr. Harvie 
was good encugh to say that he would file a stetoment picking 
out a few towns, a half a dozen or so, showing the remit 

of Mrs Miller's recent veduection which was announced in 
the press a couple of days ago and whieh I noticed was 
different from the Imporial's? 

Well we will try and do that, Mr. Frawley, inside of a few 
dayseo se far as our prices are concerned today our policy 
is to follow no price, we might be below that price, ws do 
not knows We just try to, prices have boen so chaotic 

that really 1 do not know where I am with prices myself. 

If I asked you today what is the prico of your Nevr-nox 
gasoline or the British American gasoline at Acme today, 

you could tell mo right away? 

I do not think soe 

It is pretty hard on the farmer then, how are you going to 


carry on your business? 


We hope to get caught up and know what they are shortly. 


THE CHAIRMAN: ahve Any other quostions.” 
MR.- PLOTKINS: a Mr. Miiler, in your previous 


statoment I think you showed your cost on delivery to farmers 


as being a half a cent over the entire gallonage? 


I just forget now. I think I figured that, we estimated 


rather 50, I think I said 50%, excuse me one minute, 50% was 


_ 


farm business, I think I had petter refer to this, than trust 


my memorye 
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HA. PLOTKINS: I do not know thet ft Ya 
necessery to get the exact figure. I just want to deal 
with the principle, 

A At our agency points as they existed in the Province of 
Alberta in 1938 our egents according to their information 
thet they geve us on the questionnaire we sent them shaved 
71.86% wes delivered in the province, 71.86 of our total 
or Vie agency points, 

0) That would indicets roughly a .7¢ delivery cost to your 
company. 

A I do not think you can figure it th&t way Mr. Plotkins,. 

We had a cost of lig is whet we peid our agents for those 
ecIAveries) 

2 Irrespective of whether they delivered them or not? 

A No, 

Q YT understood you only paid them where they delivered it? 

ne 6 SSS. 

A) You have not figured the ectual cost spread over the gallon- 
ages 

A No we have not got thet. 

2 Asstiming it is a half cent. end as I understend your) figures 
"1% of that gallonege was delivered by the agent. 

A 73%. | 

Q Well now the price could be reduced te that extent if cll 
the delivery service was not given? 

a Well we have not hed time Mr. Plotkins to know whether we 


cen reduce thet price or not. we ere in this new form of 


distribution of ours. we have added meny points. we have 


hed to put in different types of equipment end we do not 


exactly know what our cost is goine to be. whet we heve done 


4g we have shortened the dist'nce for the fermer to: pick 
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up his requirements and should we find as tiine goes on that 
we do effect an economy that no doubt as in the past will 
oe passed on to the consumers. 

So what you are Say ine is the conditions of your company 
mey not at that time permit you to pass on the saving 

if there is a saving? 

ives seston t, 

If free delivery were eliminated now would you find senytiing 
unethical if your competitor chose to express thet saving 

dy selling at f.0-b. warehouse price if he Gid not deliver 
anything to the farmer? 

Wwoutad I find it unethical? 

Yes, in the light of whet we have besn discussing as ethics, 
woulc thet not be a matter of competition rather than ethics? 
I think thet is probebly a matter for the company to decide 
themselves. 

MR. FRAWLEY: iuthies is ethics I would 
think, but perheps not. 

It might interest you again to know, Mr. Frawley, in 
eoinection with that that in this questionnaire that mis 

an exhibit we askec the question, we esked certain questions 
there which I think heave cuite a bearing on the cost to 
egents end the cost to the compeny. In the first place 

we wanted their detailed sales, their country deliveries 

ané their percentage and their miles run during the yeer. 

we also asked what percentage were part loads and what 
percentege were full loads. vo show you how delivery has 
chenged for the last few yeers 45% do not meke full loads; 
42% are under 10% of the full load. In other words it 
shows the trend of the smell quentities thet tuese people 


ere delivering to the farmer et any one time todey. On 
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the other hend to elso indicete that it says 96% of those 
200 agents are in favor of ea very smell light delivery 

truck to meke those deliveries to the ferms. 

Me) COMMISSLON ER LEP Sar? : I suggest to you elisa; 

Mr. Miller, thet whetever the saving is it required a 
substentiel cepital outlay to meke it possible in this new 
distributing system which Would heve to be teken cers of. 
Thet is so wr. Commissioner and we could not put thet 
distribution in for eny one province. we had to make the 
chenge generally all ovar Western Cenada, 

fH CHATRMAN: Any other questions? Mr. Miller 
i% hes been eae long time since you first appeared before us 
and you nave bcen here on several ocvesions. Yow have tried 
ereatly to essist us in the study of the Montcna’ situetion 
which wes for se long time quite perplexing to us. You and 
Mr. Bronsdon have provided us with cherts and grapns that 
esrtainly must have involved intensive study and much labor. 
You, yourself,as well as Mr. »Sronsdon,heve made presentations 
before us which we consider excellent end ones well worth 

our consideration. wewant to thenk you cs well *s your 
company end your officers, but you personally for the assist- 
ance that you have been to this Commission. 

MR MLLER: Thenk, Voi cigs 

THO CHATRVAN: Now Mr. Frewley whet is our 
situetion at the moment. 


MR. FRAILSY: I think thet we should hear 


Mr. Campbell first thing in the morning. He hes been attend-= 
sne here all week beceuse it wes intimeted to him thet the 
Commigesion would probebly be served by @ statement from 


him ebout the pipeline. ‘So I would suggest that Mr. Cemp- 


bell go on first thing in ths morning end then we can give 


coi 4 aR ¢ re oséemmeany ier 7% ‘eat 


hy ai 


2 ne 
Saini ‘thet Uf tha. vee a iy wpe ay. poate 
yest Of aban earOn: veibit ‘eaemcor. 4 


sans IB at unre 8 ~ ene ar 


le agai see, ne. PBL | Las e ion ye sea a wore Tene 


eae 


ieedpes a ae 188 Oy, : nung sie tot, te et 4 


a ate 


i 


an Deetowe ets gang. £- wow. 08. ah tn9 | inp tgany is aasseivel 
/ eh; Yy poe pata nod 
| a) eras 


3 waned i 


— Ph eae OY ee ake de ne 

at rere Pag Pow, Tw, et bite , eeoeantn oa ee Se 
ee bug. ot by 7 sa coat heona aH10 ve - yor: ‘ok, pteuasing 
shes, eta ail ry ¥o pas “ine 25 


iv ‘n ; AM vite Gene Be ‘- 


" 
; j 


: ri 
De Peel Pei ee ie ry r=) emt \ Ls rey ‘oy 
ie Witte TEeROLLIA MAY Teas ithe 
acs i i ana bee, A BU 


1 908! o inood, ad 


iS 


Weta 


me ests Ho Ok a a ‘de arbeeik ae aod ied ‘9 bal ss 


s yt be, CIC ee oete, nye phi ‘enh i hd ‘ey sah ado “92 
Beery: -iey.ot ostxekatan etep elt Ok 3 co 
dalek’ ae aa, Pee BFeaee ee 2 ‘pebavprg § éyed: | | 
sant ay Hie wie as g eynemedne ops gyal eva fhe ; i a 
tae eae) Se AF eat eatin ie ‘poe oh fheH. es Passe oe 

if <0 ape Pes. Dine 2g ELONNE: gepragns: ow bie | 

ai, en, teen wee ne "gt ‘werew. ain ROLY I h 
2 a el seit he i ey ow: soe ‘gaemontigsade ba | 


Pa i 
1 
lays Py ") 


rh f My a | weld ge —" ‘of Rees apes 


mh - h 


Pan 
—_ 


i ; vi pt ae we chub: HHO yl Meese 


{ j : i : a { [ 
i} A ie 34 i J Se, 49) as > s@ be VL oe | a 
ib is + awh i, woe vi : i " mine ® iM i Pa rg % 
‘S 5 ij ; ot ae as ; : 


if 


seit , sue ‘malay a a wie xh as Be a fi 
nets ‘eo: peagth, <a We, hereon tut ae. sre _— = ete raved 


dpi enatth > aac als neetlg ausoe 


ey. 
4 : 


We ws. Miller -~15 ,416- : 


tne Sst of thie tite of the Commission, which we hope 
won't be long, to Mr. Maheffy. 
CAN: Yes. Did you sey you were 


going ewey Mr. Plotkins? 


May PLOTRINS: Yes Il am leaving tomorrow 
night. 
THs CULIRMAN: And enything you leeve with 


us Will be in the nature of brief. Anything we will have 


0) 


further from. you will be in the nature of e brief is that 


right? 
VA, -PLOTKINS: Yes. 
Tee CHAT. RMAN-* Now Mr. Plotkine 2D do. 708 


think you should be omitted when I am saying things to people 
who heave essisted us. You heve &ssisted us in a duel eapecity; 
both es refiner and ss Counsel ond we hope you Will’ not Gaines 


has esceped us thet while, ©S with cll other witnesses we 


might not rt e1l times follow you we believe you heve hed ea 
very sincere endeavour to assist us and we went to add we 
think on very many occesions you have greatly assisted us. 


MR. PLOTKINS: I thank you very much for 


your expression Mr. Chairman and for the kind consideration 


you heve given to me. 


MP CHAIRMAN: a: think, Mr. Frewley., in view 


of the periods of time we heve been sitting for the last 


fow deys to permit witnesses to est ewey who should be 
Oo AY 4 ee 


sllowed to get ewsy we will resume our Sittings at 10.50 


o'clock. 


(at this stage the heering wes edjourned until 10.30 A.M. 


ena of November 1939.) 


ene ha Ea i iy ey, Le ay Sa tat Ane, Hy i NN Tiree 


qo : ; ’ iy 
chat ‘a aay rant. ae a AA eee 
a ca ey 
Aa 4 qty 
us) 
f° 
watt PA 
* ie! 


ing ree ee ee Ce Pea : 13 4 eras 
Pasnew Hebaw’ ,adivelan rio: ry ta ent ont 0 ‘egy 


Wiha bi ie ie ‘Tatiana ar ‘oo st sak a poe: 


i 
eee 


ye , _, 
; Ae Balle ee oe ; , 
Be Guns Pe Si ty yak teh SI Getn ey ' A v , Bi Seas 
- iJ oz “ Z * rt ~ ais me Ee " ve Veh ean ed t : D 
e2oW Ue Sk Woe vei eey Aes SNe boul a TAH Slt 


as ee eae rs ‘ 
oe iaoae: alt ee Ante” 


ate iy A 


j Anes ions ‘ Bess ne mf "RS or ap ie 
x head . 5) ‘ t ai 4 ’ e rey “ : Fy “ae¥ A ‘ey ; . aM mC Hea ie ae 
: mE tas 
Seas 
' NE Wey (a, i, re) iat 
- PRRs a We ete oe aa . is 
at Fi } : ‘iy ue . f ti WY te ad a a p : {Vt 7 NO He od + O 
} ara, ect ae LAY aie 
nog f ate Caen ed ‘ ; ae rr oe 
CIN oe: Ls getieea sor Cea a 7h. 
SY ee es EOE nash STD a ae ine, *y ta ai whe An paca ste gM tbe. _ f 


Bt a 
: Bene si a 


ie ei 


1 Ve Re. ee ; 

S aed Be uiGste 
bein ” re : Se ; 
feaey : ATO 

eres ki Ne ; 
oy age ‘ 


oa 7 ait nea ga ama Ut ea ba Curae” a Ca y 
wk 8 i Ca ene Uli Shan Br) Aa ‘aati 


7. sae We Vo 2 eM FAS a eires a pele aa Uae. 


f mae ned eae i oa ope qj S80 Le! ; 
oe a ‘ ie. Rie ee) ie 2. ORT OH a re me p lad ‘et Let vols: BOY, 
: 1 to en he So a 
Ky ee tA em i 8s, aa ana ie Be i reek 
me rae | Sil hapten if Ae, 4 aOR aN Bath aes < i“ 
a Le ea LORD O UES Kiel ae | hat. Bie Wh é V¥ a agit ve ibs 
} } Hi ek bai Barmy. ih: aes 
Re eae eA an Er) CR arate es awe m pie. s 2 ee 
a tek or ee eae bis Tee: oa “bis 


BS i Poa ted a 
Armee ee UN ue aa 


Ds eens 
A Weed i padeylh by aun a Rays q ; vA huge 
be Hon eae Rem ad tp ihe os ate 


. oak a 


Fl 


a 


“ wt ae 
; : Die rt ame Bing omy ki: at 
i Ms SI Fe f ae eet il rm pret aerc 2. we Fae aad a6 , a i. v 


gi RRS ah: bist of “beldeig: are iter. 
hy) 5 ‘a don Paid Meio Se et ale ave 
Be Bags £RS abe8eb0 ) Rom yee. mA, am 
ae ae Ries hie a sie i 
eae 7 i oe a . ee 


f is 7) ay hee ND hee 
ne a. F Pe se rae 0 ae ay #) to, q 
aan ip ay Be Ree BY aa is sh. fas de re ie 


fait qohesot 8. bas; 


See nee Ve aa ‘4 ey Lea 


Ba ee fon! ‘ot nevis evad fj 


aay ss iy 


chee oie toy bab aie Faas. 


we 2 Ries me oC a Sat i es 
Ran OF 
ode: vat ‘ihe o rite i ey’ Py se ‘omtt ‘40 abobued : ade 


A) Yael 
ey re $ 


a oe 


Se 


: aw ae st QD tres a au oe he me 
‘a ei ialie oy Bi we yh 7 * amet a ‘via hed axeby 


Rew, oi sists" fa” ‘we comes te eid whe, dia ‘or te if 


. 


Mew ote nc bape ag bi aw ga 


‘ 
AE gmt ep 
nicer s 
Tine ere s 
Wee Pee weitere? 
ny ates ee UT ee, 


ca 
Fler PT hy Tea 
murenttyr ste 


cau 
Weare 


yen 


eae 
Orig 


well 
% 


vir 


wy 
uy 


Creve tae 
ieee 
eve 
v 


34 


i 


Biyeeue! 


ar 
Fey Abevees aa tiy 


Ras 


ed evir’ 
VASEROE ASTD Oy 


Pentel wh hoe 
FVAMaN ELL Valea py 
yagestyay 
Wop epee 
REL 


SBE te 
meet 


Watt at ir 1) 
Cetera tee 


eat 
WmPeare erase 

rrrtney| 
Nie yet bod wtV INES Or 


recast te 


« 


¥ 


( 
WOE CAL OLUS TEEN ETI, (uel es Oh 
SOPIN EL SEDI REG MAYES 


v 
by 
LORETO GZ aS ha 


Capen anead, 
Aaron ace tary] 


CANE Un eR 


Ph panied 
careeopneye 
CA hepa hg ere 
ere Tr 


Free 
oH 


arse by 
weess 


realest! 
brah hige, 
hd 


Ca 
+ 


an) 
ian 


va 


Or ens 
Vere a ta 
CORES ane 
Teearentier 


aay 


od 


Wem Oyend 
yer 
‘ 


rn) 


Peon ed rar ey a 
Coa t 


OUR TE aE fo eh wy 


Baer Te 


‘ WM vere 
wee 
WANES eee 


Wray 


wer 
Dees ee Oa 


ey baby 


vy 
‘ ‘ 


resiatitas 


Vege 
asia 


Wyer 
ay 


Lagi dabe 
Viteppeyavevaven 


rte 
betes 


ers 


¢ 
Cone nia 
Ch ee ay en 
mee gees 
Ray ice) 
Oar 


web g ieee 


weer 
vapoeven ay 
Cat 


POU a vay 
wad 
tae 


te wae 
Oe ee eat aT) 
Mee badsQylodat 
iy eran 


ee ee 
Maries 


Wulyeey hee 
WV ee vg 


elk 


As 
pie 


went 
pate 


CoN orart 
at yun 


Bercy (ia 
Oana ran 


Wey te ater 


Neptnnte 


wt 


$ 
oH 


warn te 
yeseres 


‘ 
Santee 
COE get Use 
M Dedryevrents: bine 
Phere reerer 

we 


a 
Wr nets 
C0 fetes 

tama 
PCy re ke ae 
aM 


reaver er ret 
hak 
Nae 


WPT e LAW © 


Winnues 


vg en ede ura 


fon oe 
UN 


waned 


wn) 
waste 
rns 
ee aye 


Here sun 


adhe 
ia 


cht 


POA eee 
Line tyr arent 
Leauriansees 


roghee 
Pony ncn 
Cel uwiabayed 
MEO Ge 
CRU Cer are 
ny 
thew id 


Wot e nga 
reece sete gy 
CO ree eee 
vee ee mene 


OER Ok Ot eee 


Sinan 


(heveeeer 


(Vets ade 


Av eu Ge Heche 
fier 
CC neces ee 


Witoet 
we wae 


dene was bye 
Bh ial ves wealoels 
feaan 


MEea nated 
Tie iteeranese 


jdarenel 


CAROLE AL 


eh yee 
Tanai 


yee 


Nears 


non 


‘ 
tas 


ens bate CES EEA 


Per Unic ones et 
WeeceC 

Aye qies 

Ais 


bene 
eget e 
Pare 
ees 
evan 
ov 


Prev 
Peon 


Vee aN EME 
Gsaeetra. te 


maLelmen ys uaviike 


wen erates 
Ctasdunees 36 


Veiga a 
ephnerae 


phon baty 


tee 


Neue 


been 


a7 


f 


Cony ne 


te 


